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ABSOLUTELY.

/// The reason I'm so emphatic is that First Data is,

in fact, the one payments company that can
execute these seemingly unique tasks. Globally.
Seamlessly. And flawlessly.

First Data has the financial strength, the
reach and the scalable infrastructure to promote
and facilitate commerce in growing economies
like China, while simultaneously enhancing the
convenience of consumers making purchases or
pavments just about anywhere else. In a rural
US. town. A central European country. Around
the world.

As an organization, we are unified
behind a common vision and committed to the
pursuit of flawless execution, continual improve-
ment and ongoing innovation.

Examine our performance, take a close
look at our culture, see the scope of our capabilities
and then objectively assess both our position and
our strategy for growth. I think you’ll understand
why our company will continue to create tremen-
dous value for all the people we serve—customers,
shareholders, partners and employees.

The numbers remain strong: First Data’s
2002 earnings per share from recurring opera-
tions increased 18 percent to $1.66. Revenue
increased 15 percent to $7.6 billion, driving net
income of $1.3 billion. Cash flow from opera-
tions, always an indicator of earnings strength,
reached $1.9 billion. All of this is good news, and
First Data’s 29,000 employees deserve the credit
because they make it happen every day.

Our people and the corporate culture
they’ve created are driving our growth. But I also




FIRST DATAS CORPORATE
CULTURE EMPHASIZES
FLAWLESS EXECUTION,

Tollowing Western Union’s entrance into

CONTINUAL PROCESS
IMPROVEMENT and
SUPERIOR FINANCIAL
PERFORMANCE.

China, we announced plans to open operations
and administrative offices in Shanghai. First Data
will bring the technology, distribution network
and expertse to provide support for the emerging
China payments market. Many believe this will
undoubtedly contribute to economic development

want to underscore the other factors—the
foundation points—of First Data’s success and
sustainability as a world-class corporation.

FRAMCHISE STABILITY

Western Union, the largest component of the
Payment Services segment, is the revenue-gener-
ating engine that powers First Data’s continued
growth. Payment Services represents nearly
40 percent of our total revenue. That total will
continue to grow as we strategically expand the
Western Union® agent network around the world.

Those agent locations now number
151,000, nearly 70 percent of them located out-
side the United States. We actively support and
promote this formidable brand through exten-
sive advertising, product and service innova-
tions, and committed reinvestment in the busi-
ness to strengthen our agents’ capabilities in
serving customers,

Wherever you travel, from Chicago to
Calcutta, the familiar black and yellow logo is an
integral part of the urban landscape. We estimate
that the global market could sustain 300,000 to
500,000 Western Union agent locations. We're
strategically moving in that direction, identifying
high-growth corridors, and building the infra-
structure to support and sustain such expansion.
At the same time, we are investing aggressively in
the Western Union brand, which already has a
long legacy of trust and convenience. We’re
expanding the brand further by taking advantage
of a host of cross-sell opportunities through First
Data International. These opportunities are espe-
cially vibrant among financial institutions in
Western Union’s international agent network.

in the world’s most populous nation.
LONG-TERM RUNWAY

First Data enjoys extensive opportunity to
capture and sustain growth. Western Union
represents part of that growth equation. Add to
that the millions of electronic transactions con-
ducted daily by our clients’ 300-plus million
card holders at the three million merchant loca-
tions we serve, and you have a runway that
extends far into the future. It’s an interesting
image. The nature of our business is best
understood in the smallest value amounts and
shortest time increments—pennies and seconds—
and yet the structure of the business—invest-
ment in scalable technology and contractual
relationships—is vast and long-term, measured
over years, even decades.

We manage the business day-to-day,
but we focus on the long term. Our leadership
team is intimately involved in ongoing opera-
tions, We discuss issues, opportunities and unre-
solved problems on a daily conference call,
and we discipline ourselves to daily, weekly and
monthly projections.

We don'’t like surprises, which is why the
management team keeps such close track of activ-
ities and spending That doesn’t mean we’re afraid
to spend money. We just insist on spending it intel-
ligently. Consider that we made capital expendi-
tures of $418 million in 2002 to strengthen our
infrastructure and support long-term growth.

Together with our Western Union
agents, we invested in excess of a quarter of a
billion dollars this year to build and strengthen
the Western Union brand throughout the world.
We have and will continue to invest heavily in
highlighting the brand.
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ONE COMPANY

The hallmarks of First Data’s success remain the
commitment to flawless execution, operational
excellence and relentless attention to detail. We
continue to strengthen and emphasize these
attributes as we leverage talents and capabilities
from throughout the entire organization to spur
growth and drive innovation.

Strong cash flow enables us to reinvest
in the business to improve and expand our
already remarkable technology and distribution
infrastructure. On the management side, we're
forming teams from different disciplines to more
effectively knit together skills and applications so
we can maximize the potential inherent in this
company. And there 1s enormous potential. Our
challenge is to harness and unify First Data’s full
capabilities to reach and serve customers in
better, more complete ways.

Keep in mind that today First Data is
unmatched as a single-source provider of inte-
grated, end-to-end payment solutions. Tomorrow,
and in the coundess days that follow, First Data
will be focused on perpetuating its innovative and
creative capability.

I like to remind those around me that
our customers need us; however, we are not their
only choice. Our customers rely on our ability to
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deliver flawless and reliable service, which is why
I'try w begin and end each day by calling a cus-
tomer so I stay connected and in touch with
their needs.

And that takes me back to First Data’s
people. We continue to add to the management
team. We have extremely strong line leaders and
an equally strong bench team. Leadership depth
13 a very high priority here, and as the organiza-
tion’s leader I am actively involved in recruiting
and attracting the best and brightest minds to
our global enterprise.

I'm extremely proud of First Data’s
people, especially their can-do spirit and tireless
commitment to excellence. They make First Data
a great place to work and to grow. My job is to
help them by creating long-term opportunities,
and by constantly increasing shareholder value.
As T like to say, I'm just here to oil the tracks.
Your confidence in our vision and productive
activity is deeply appreciated.

" vl

Charles T. Fote
Chairman and Chigf Executive Qfficer
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/// Imagine life without your credit cards. Youd

get by, but putting gas in the car, or traveling
on business, or a hundred other experiences
would be more of a hassle. And you'd spend
a lot more time running to the bank for cash.
While the banks would probably appreciate
the business, they would not necessarily like
the foot traffic. So be happy that electronic
commerce is something you can take for
granted. It’s part of life, like running water, or
air conditioning.

Think of it. Thirty-six billion card
and electronic transactions were executed in
2001 in the US,, representing 31 percent of all

A BUSINESS MODEL THAT DEFINES THE INDUSTRY

personal expenditures, according to The Nilson
Report. Instead of money changing hands,
information is verified, accounts are credited
and payments are reconciled, all in a matter of
seconds, almost everywhere people conduct
commerce. And the one company leading the
industry is First Data.

The business model for the payments
industry is quite interesting. There are three
essential factors necessary for success: 1) a
global distribution network; 2) robust and scal-
able computing infrastructure; and 3) commit-
ted managers and employees able to reliably
deliver flawless and totally secure service. First
Data brings all three to market in the best way,
which 1s why we have long believed that our
business model is, in fact, the industry model.
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WERE ALWAYS LOOKING
FOR NEW BUSINESS, BUT WERE

ALSO INTENSELY FOCUSED ON
CREATING MORE VALUE FOR
THE CUSTOMERS WE HAVE.

First Data three million

merchant locations, 1,400 card issuers and

SEIrves

millions of consumers around the world. We
have 29,000 employees who provide card issu-
ing, money transfer and merchant processing
services, as well as Internet services and next-
generation payment innovations. Through
Western Union’s 151,000 worldwide locations,
we provide reliable, highly efficient money
transter and payment services. Our distribu-
tion network is unmatched, and First Data has
an unparalleled history of investment in
strengthening its distribution channels and cre-
ating next-generation payment‘services.

Equally impressive is First Data’s
computer capability,. Our infrastructure s
extraordinary both in its scope and scalability.
We run the business, and account for our
performance, one transaction at a time. The
scale and strength of our infrastructure, along
with the professional expertise of First Data’s
people, enable the company to serve customers
with flawless execution and total reliability.

Last year we handled more than
10 billion merchant transactions in North
America alone. Such performance takes enor-
mous effort and a total commitment to constant
improvement. We strengthen and enlarge upon
First Data’s many capabilities by directing cash
flow right back into the company.

DAVE ROBERTS,

FIRST DATA'S SENIOR
VICE PRESIDENT OF
GLOBAL BUSINESS
DEVELOPMENT, LEADS
AN ENTERPRISE-WIDE
INITIATIVE TO ADAPT
AND DELIVER NEW,
VALUE-ADDED SERVICES
TO MERCHANTS,
BANKS AND OTHER
CUSTOMERS.




WE COMPETE ACROSS A BROAD RANGE OF PAYMENT MARKETS:
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But the most dramatic point of differ-
ence separating First Data from its competitors
is the level of talent and industry expertise we
have on staff. Talented management goes deep
into the organization, and corporate culture
stresses performance and measurement. What's
measured is what gets done and what gets done
gets rewarded. People make the difference, and
First Data’s people routinely deliver the highest
levels of convenience, reliability and secure,
flawless transaction services.

FIRST DATA CORPORATION 2002 ANNUAL REPORT

COMBINATION OF PAYMENT FORMAT, MODE, SIZE
AND TIMING.

And that is why hardly anyone ever
notices how extensive and far-reaching First
Data’s influence really is in the commercial
world. It’s been said many times that First
Data, as the industry leader, enables com-
merce. That is true because the company has
been built, strengthened and unified in ways
that allow our clients and their customers to
experience the full benefits of commerce more
conveniently, efficiently and securely.




LEVERAGING ENTERPRISE-WIDE CAPABILITIES TO CAPTURE GROWTH

/// It’s axiomatic in business to concentrate on

your core business, but industry leaders take
that discipline a step further First Data is
unmatched as a single-source provider because
we define the possibilities of our core business.
The more we concentrate, the more opportu-
nities we discover. And growth potential in our
industry is very strong,

The Nilson Report estimates show that
by the end of the decade, 62 percent of the
dollar volume of all payments in the United
States will be executed with some form of elec-
tronic transfer; either through credit, debit or
stored-value cards as well as through the
Internet. Worldwide market potential is even
stronger, which is why our “one company”
strategy makes such good sense. The cross-

selling opportunities are significant because
we are indeed able to deliver an ever-improv-
ing stream of systems and methods that make
transactions more secure, more convenient,
more efficient. The idea, from a strategic
perspective, is to enable and empower those
we serve.

How can we utllize our talent and
technology to improve our clients’ business?
Employees are thinking about the enterprise in
a more global context. They’re seeing where
synergies exist, which enables First Data to
transcend the boundaries of its business units.
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PUT MONEY IN
ANY WAY YOU
TAKE MONEY OUT

ANY WAY YOU WANT.

VANT,

In our merchant business, for example,
we're bringing a variety of integrated services
to the point of sale. These include point-of-
sale options that connect to debit, credit and
stored-value vehicles.

In such ways, we’re able to become
the merchant’s advocate and champion,
finding and delivering ways to accelerate and
improve the transaction process. And we’re
taking what we know to new and existing
markets. In existing markets, with alliance
partners, and by making strategic invest-
ments, we're expanding service-level poten-
tial with stronger back-office technologies,
sales and marketing expertise—even online

dispute resolution. ‘

HODGES MARSHALL AND LIZA URBINA ARE TWO
OF THE TALENTED PROFESSIONALS WHO ENABLE
FIRST DATA TO LEVERAGE TS CAPABILITIES N
PURSUIT OF GROWTH.




e¢ONE Global is an example of gaining
share in new markets. It is only by leveraging
technology and expertise that we’re able to com-
mercialize payment methods for government
agencies, as well as the mobile and enterprise
marketplaces. First Data serves more than two
million taxpaying business customers moving
40 million payments totaling more than §!
trillion annually.

Potentially, the most dramatic vehicle
for First Data’s “one company” strategy is Western

Union. Through all those agent locations—in
established and emerging markets throughout
the world—and alternative distribution chan-
nels, we’re bringing customers better and better
payment options and payment methods, as well
as unfailing money transfer capability. The
idea is to brand and channel through Western
Union new and existing products in the
consumer-to-business market, such as just-in-
time bill payment, mortgage accelerators and
other recurring payment alternatives.
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OUR SCALABLE SYSTEMS, AND THE PEOPLE
WHO RUN THEM, ENSURE THAT WE HANDLE AN
EVER-INCREASING NUMBER OF TRANSACTIONS
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THE RELENTLESS PURSUIT OF FLAWLESS EXECUTION

/77 On Wall Street, and in the seminar rooms

of the great business schools, there is endless
discussion about the increasing significance
of corporate culture. First Data’s ability to
deliver shareholder value stems from its consis-
tent performance. Its position as the defining
company in its industry is directly attributable
to its managers and employees. This may seem
an obvious point because you can have the best
strategy, the finest equipment, the most up-to-
date technology and still turn in a poor
performance. Fortunately, because of our

employees, that has not been our experience.

FIRST DATA CORPORATION 2002 ANNUAL REPORT
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The growth First Data continues to
attain, the performance many come to expect
as routine, is a function of a disciplined and
tireless approach to business. We are intensely
customer-centric, and we are intimately
involved in day-to-day operations. For the
company’s leaders, it all begins with the morn-
ing call. Issues are discussed, projects updated,
problems identified and quickly addressed.
Scores are kept every day so there are no
month-end surprises.

But there is more to it than personal
accountability and close attention to detail.
First Data is blessed with the greatest concen-
tration of industry expertise and professional
experience in our field. Our people form
the culture and drive performance. Ceaseless
process improvement, relentless attention to
efficiencies and a commitment to flawless



OUR COR

HONORS INTEGRITY,

PORATE CULTURE

COMMITMENT AND A

DETERMINATION TO EXCEL

execution characterize First Data’s most
essential business practices. We uphold and
sustain the highest ethical standards; we
treat everyone with respect and dignity; and
we diligently serve our clients’ best interests
by consistently exceeding their expectations.

Our thinking—our approach to the
marketplace—centers on improving efficiency,
maximizing convenience, ensuring security
and delivering high-quality service in all
things related to payment services and
money transfer.

In other words, we follow consumer
behavior. But we don’t follow empty-handed.
We come prepared with a full array of
products and services that are immediately
deployable when consumers demand faster
service and greater convenience.

What enables First Data to deliver
on this promise is its unmatched infrastruc-
ture and distribution network. Coupled with
those assets, we have assembled teams of
talented, forward-looking professionals who
devise products and services that we channel
through our existing businesses. We've
aligned our capabilities in such ways as to
constantly drive innovation and deliver
convenience-enhancing products.

First Data is committed to being
a learning organization, employing Six
Sigma® techniques to constantly improve
and enhance the company’s structures, its
technology and business processes, and the
talent and abilities inherent in its 29,000
employees. The focus of all this progressive
energy is, of course, to satisfy our customers,
sharpen our competitive advantages and
make the entire organization smarter, more
agile and capable of sustaining its position as
the industry leader.

Last year we used Six Sigma method-
ology to address several areas of operations.
One effort sparked a remarkably successful
cross-sell program in our Merchant Services
division. As a result, the cross-sell team capi-
talized on new ways to generate revenue and
will continue to be focused on new opportu-
nities in the future.

The system redesign that we’re imple-
menting in our Card Issuing Services business
is another example of our commitment to
continual improvement. This effort is provid-
ing the company with best-in-class operating
systems that bring customers greater control,
faster access to information and greater insight
for more effective decision making,




TRUE BENIFYER:

SCOTT MITCHELL, WHO LEADS § IRST DATA'S

§i% SIGMA INITIATIVES, KNOWS THAT

CONTINUAL 'WPROVEMENT IS A SOURCE @F PRIDE
AND A POWERFUL DRIVER GF PERTORMANCE.
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DANCE

/// One reason First Data is successful is evident
in our relationships with banks and merchants.
We'’re a parmer and an ally to both, and our
continued growth depends on our ability to
expand and strengthen such working arrange-
ments. On both sides of this equation we’re
reaching out to new customers and working
hard to do more for those we currently serve.
Because our infrastructure is so sound, and
our people so attuned to providing services,
we’re able to bring bankers and merchants
together for the advantage of everyone,
especially their customers.
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OUR ALLIANCE STRATEGY REMAINS AN ESSENTIAL COMPETITIVE ADVANTAGE

CARD.

First Data’s size and scale are enabling us to
strengthen our already successful alliance strat-
egy. This bank-centric model gives merchants
the ability to more closely align their needs
with the right bank, in turn allowing us greater
ability to expand our referral relationships
and enhance sales efficiencies. This activity is
proving w be good for everybody’s business
performance. We see greater cost efficiencies
and higher retention rates among our clients.




OUR CUSTOMERS

NEED US, BUT WERE NOT THEIR

ONLY CHOICE

In our Card Issuing business we are
pushing hard to make the most of our business
model, which, by the way, many inside and
outside the industry envy. What we're doing
involves converting the existing card accounts
now in the conversion pipeline while simulta-
neously developing new growth-oriented prod-
ucts. Our strategy is to grow our existing client
base and secure new business by leveraging
First Data’s recognized capabilities. No one is
better at maintaining accounts and flawlessty
processing transactions.

Card Issuing Services is a long-term
business. We seek customer contracts that last
between five and 10 vears and provide
predictable, recurring revenue streams.

Clients increasingly need and demand
greater control, faster and easier access to infor-
mation, and more streamlined decision making,
We understand our clients, and we keep them
happy by anticipating precisely what is needed in
terms of new products and more robust services.
They also want higher profits. Completion of
our system redesign will dramatically help us
meet and exceed those objectives. Our operat-
ing environment will be “best in class” and
“built for tomorrow.” Gur customers need it,

and we’re committed to providing nothing less

MING-REN SHIU WITH WESTERN UNION INTERNATIONAL
AND CLARA RUIZ WITH CHASE MERCHANT SERVICES

KEEP THINGS RUNNING SMOOTHLY FCR THEIR CLIENTS
BY EMPHASIZING QPEN AND TIMELY COMMUNICATIONS.
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than the world’s leading transaction and infor-
mation processing.

Upgrading and consolidating our
operating infrastructure, through a nearly com-
pleted multi-year system redesign, is enabling
First Data to move more effectively into serving
customers even better. There is something else.
Besides reaching out to new customers with
products and services, we’re able to expand on
our “one company” approach by doing more
for existing customers. We’re also leveraging
knowledge and expertise from throughout
the company to deliver greater value, new and
varied products, more quality and increased
savings to those we serve.

One might think that a leader would
stand alone and apart, but we've found the
opposite to be true. First Data leads by acting
in concert and in alliance with an expanding

circle of partners.
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SERVICES
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WE HANDLE 325 MILLION
CARD ACCOUNTS ON QUR
SYSTEM TODAY. A TOP
PRIORITY THIS YEAR 1S

TO CONVERT A SIGNIFICANT
NUMBER OF ACCOUNTS
CURRENTLY IN THE
CONVERSION PIPELINE.

MERCHANT REVENUE MIX

MERCHANT SERVICES
GENERATES 83 PERCENT OF
TS REVENUE FROM
POINT-OF-SALE SERVICES.



GLOBAL EXPANSION PLUS POINT-OF-SERVICE INNOVATION

/// In every business—but especially in ours—the

leader is the customer Our fundamental
approach in building and maintaining a global
brand is to make Western Union increasingly
relevant, reliable and convenient to people
wherever they encounter the familiar black and
yellow logo.

From our perspective, Western Union’s
ongoing success is a direct consequence of two
ongoing initiatives: agent expansion and relent-
less brand-building. It’s a relatively easy formu-
la, but its execution is complex.

We expect there will be 180,000-plus
Western Union agent locations open and oper-

ating by the end of 2003. At the end of 2004,
we expect to have more than 200,000 agent
locations providing Western Union’s products
and money transfer services. Full, worldwide
market penetration {(using the US. market
as a model} could sustain an estimated 300,000
to 500,000 Western Union agent locations.
We have a proven track record of accu-
rately identifying money transfer corridors and
locating agents that support those corridors. We
have the opportunity to give agents access to
First Data’s complete “briefcase” of point-of-
sale offerings that emphasize speed, reliability
and convenience—three things customers the
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world over desire and demand. China is a good
example. There, Chinese consumers are just
now getting acquainted with the convenience
offered by credit cards. First Data brings the
infrastructure and business expertise to facili-
tate electronic commerce.

As we expand into that developing
market, we strengthen our outlets in the
Chinatowns of major cities such as New York,
Chicago and San Francisco. Once the corri-
dors are identified and the agents are open for

business, then we generate awareness through

advertising. Last year we invested about $250
million in advertising, promotions and brand
communications. Our agents spent nearly $40
million of their money to promote awareness.
Western Union, the largest component
of Payment Services, is the undisputed king of
revenue generation within First Data. Nearly
40 percent of First Data’s revenues stream
from the money moved through this segment

{(nearly $700 billion in money transfers,

CHRIS MCGEE, LEFT, IS HELPING
VALUELINK GAIN TS SHARE OF

THE RAPIDLY GROWING STORED-
VALUE MARKET. OCTAVIO GONZALEZ,
RIGHT, KEEPS AGENTS INFORMED
AND UP TO SPEED AS A WESTERN
UNION ACCOUNT MANAGER.




official checks, money orders and other
payment instruments in 2002). Domestically,
we saw healthy money transfer growth, while
international money transfers (including US.
outhound, for example to China, India or
Russia) grew 32 percent in 2002.

Besides traditional money transfers,
Western Union offers customers in the U.S. a
variety of branded service options through
storefronts, kiosks, ATMs and online services
at westernunton.com. This variety of outlets offers

customers convenient access to Western
Union’s money transfer system.

These and other offgrings, such as
stored-value options, will multiply as First
Data leverages talent and technology through-
out the company to create a steady stream of
innovations. ValueLink®, our stored-value
product, is worth special mention. Market
analysts estimated industry-wide stored-value
sales at $38 billion in 2002, a 20 percent

increase over the previous year.

WE ARE HIGHLY SKILLED

AT IDENTIFYING

MONEY TRANSFER CORRIDORS,
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s LOCATIONS ( in thousands )

WESTERN UNION HAS INCREASED ITS
AGENT LOCATIONS BY 175 PERCENT SINCE
1998, A COMPOUND ANNUAL GROWTH RATE
OF 29 PERCENT.
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GUY BATTISTA
CHIEF INFORMATION OFFICER

AT-LARGE MEMBERS

RICH AIELLO TONY HOLZAPFEL
DAVID BANKS BOB MYERS
MYRON BEARD CHARLIE Q'ROURKE
KIM BISHOP DAVE ROBERTS

C. STEVE YOUNG

A

SCOTT BETTS
PRESIDENT
MERCHANT SERVICES

CHRISTINA GOLD
PRESIDENT
WESTERN UNION
FINANCIAL SERVICES

KIM PATMORE
CHIEF FINANCIAL OFFICER
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BOARD OF DIRECTORS

Alison Davis

(Director since 2002)

Former Chief Financial Officer
Barclays Global Investors

Henry C. {Ric) Duques
(Director since 19992)
Chairman, eONE Global
Former Chairman and Chief
Executive Officer, First Data

Charles T. Fote

(Director since 2000)
Chairman and Chief Executive
Officer, First Data

Courtney F. Jones*

(Director since 1992)

Former Chief Financial Officer,
Merrill Lynch & Co. and Treasurer of
General Motors Corporation

Robert J. Levenson

(Director since 1992)

Managing Member,

Lenox Capital Group L.L.C.
Former Executive Vice President,
First Data

James D. Robinson I1I
{Director since 1992)

General Partner and Co-Founder,
RRE Ventures

Charles T. Russell

(Director since 1994)

Former President and Chief Executive
Officer of Visa International

Bernard L. Schwartz

(Director since 1992)

Chairman and Chief Executive Officer,
Loral Space & Communications Ltd.

Joan E. Spero*

{Director since 1998)

President, Doris Duke Charitable
Foundation

Arthur E Weinbach*

(Director since 2000)

Chairman and Chief Executive
Ofhcer, Automatic Data Processing Inc.

* Member of the First Data Audit Committee

b ol
BILL THOMAS
PRESIDENT
WESTERN UNION
INTERNATIONAL

PAM PATSLEY
PRESIDENT
FIRST DATA INTERNATIONAL
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TARGETED
FOR 2007

FIRST DATA CONTINUES TO EXTEND ITS GLOBAL FOOTPRINT. OUR GOAL IS TO HAVE 40 PERCENT OF
TOTAL REVENUES TOUCHING SOURCES OUTSIDE THE U.S. BY THE END OF 2007.

EXPAND WORLDWIDE
AGENT LOCATIONS BY
20 PERCENT

DIVERSIFY CHANNELS
AND SERVICES

BUILD THE BRAND

CROSS SELL FIRST
DATA SERVICES

PAYMENT SERVICES

The company’s largest business segment, and home to
Western Union, accounts for nearly 40 percent of
First Darta’s revenue. Outstanding operating results
have come to be the norm for this unit, which posted
an 18 percent increase in annual revenues, totaling
$3.2 billion at year-end. Western Union continues to
execute on its key strategies of expanding First Data’s
global distribution network, increasing the number of
branded products and services that increase the con-
venience of commerce, and accelerating the strength
of Western Union’s global brand.

Adding more than 31,000 new agent locations in
2002, Western Union expanded its total worldwide net-
work to approximately 151,000 agent locations. That
figure represents a 26 percent year-over-year increase.
Nearly 70 percent of Western Union’s agent network
operates outside the US. in approximately 195 coun-
tries and territories, including 10,000 locations in India

and more than 5,000 locations in China. In 2003, the
company expects to expand its network by an addi-
tional 30,000 locations.

Innovative offerings that add convenience also
contributed to Payment Services’ strong growth.
ValueLink, the company’s prepaid stored-value service,
continues to gain in popularity. Two acquisitions,
Paymap Inc. and E Commerce Group Products Inc.,
further enable the company to develop and market
innovative electronic payment services and strengthen
Western Union’s bill payment offerings.

Other high points include agreements with
Wal-Mart Argentina; post offices in Australia, Pakistan,
Tajikistan, United Arab Emirates and LaPoste in
France; Industrial Bank of Korea; Agricultural Bank of
China and Credit Lyonnais throughout Africa. These
agreements all further Western Union’s efforts to
extend its reach across the globe.
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MERCHANT SERVICES

The core capabilities of this business unit include
anywhere-anytime payment acceptance, settlement,
funds transfer and risk management services.
Merchant Services achieved strong results with a
22 percent increase in revenue and an 11 percent
increase in profit. We also strengthened this
business unit for the long term by concentrating
on three market-centric strategies. First, we made
significant investments in point-of-sale (POS) and
back-office technologies. PayPoint solidified First
Data’s position in online (PIN-based) debit processing
at the point of sale. We also introduced an online
dispute resolution service that increases merchant
efficiency and improves retention.

In addition, First Data strengthened its successful
alliance strategy by increasing its ownership and man-

agement control in a number of merchant alliances.
We’re extending our referral relationships and
enhancing sales initiatives. The alliance strategy
continues to satisfy market needs by lowering attrition
and increasing First Data’s value proposition for
merchants, which of course maximizes this segment’s
financial performance. Continuous operational
improvement and cost containment enable us to
provide top-level customer care, and also expand our
presence in new and emerging markets.

Finally, Merchant Services continued its expansion
into international markets through agreements with CU
Electronic Transaction Services, Halifax Bank of
Scotland, Bank of Nova Scota and Ireland-based
OMNIPAY, in which it became the majority owner to

enhance its multi-currency capabilities.

GROW INTERNATIONALLY

GAIN MARKET SHARE
IN NEW MARKETS

LAUNCH NEW BUSINESS
IN ADJACENT MARKETS

LEVERAGE PREMIER
SERVICE

CARD ISSUING SERVICES

This business unit stands out as the world’s largest third-
party credit card processor and accounts for 25 percent
of First Data’s total revenue. With more than 325 million
card accounts on file, Card Issuing Services is in the
process of converting its existing pipeline of retail, debit
and bankcard accounts. A multi-year contract exten-
sion was signed with JPMorgan Chase Bank that con-
tinues the provision of debit card processing services,
and internationally the company signed important

contracts with Westpac Banking Corporation in
Australia, CU Electronic Transaction Services, Kuwait
Finance House, Industrial & Commercial Bank of
China and Samsung Card Co., Ltd., in Korea.

These agreements underscore our focus on inter-
national growth and the implementation of 21st-century
technology to extend and strengthen our position as the
leader in the card issuing industry.

CONVERT PIPELINE

GENERATE STRONG
CASH FLOW

MAXIMIZE SYSTEM
CAPACITY

SIGN INTERNATIONAL
BUSINESS

EMERGING PAYMENTS

First Data continues to invest in its eONE Global
business, which is centered around government and
mobile payments and includes govONE Solutions,
GovConnect, Taxware, BillingZone and Encorus
Technologies. To do that we develop, commercialize
and operate technologies that integrate into First Data’s
global distribution network.

In 2002, eONE Global reported $147 million in
revenues. Investments in this operation continue as we

expand services.
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING

The management of First Data Corporation is responsible for the
preparation and fair presentation of its financial statements. The
financial statements have been prepared in conformity with
generally accepted accounting principles appropriate in the cir-
cumstances, and include amounts based on the best judgment of
management. The Company’s management is also responsible for
the accuracy and consistency of other financial information includ-
ed in this annual report.

Inrecognition of its responsibility for the integrity and objectivity
of data in the financial statements, the Company maintains a system
of internal control over financial reporting. The system is designed to
ensure the reliability of the Company’s financial statements.

The internal control system includes an organization structure
with clearly defined lines of responsibility, policies and procedures
that are developed and disseminated, including a Code of Conduct
to foster an ethical climate, and the selection and training of
employees. Internal auditors monitor and assess the effectiveness of
internal control systems, and report their findings to management
and the Audit Committee of the Board of Directors throughout the
year. The Company’s independent auditors are engaged to express
an opinion on the year-end financial statements and, with the coor-
dinated support of the internal auditors, review the financial
records and related data and the internal control system over
financial reporting.
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The Audit Committee of the Board of Directors, composed
solely of outside directors, meets regularly with the internal auditors,

management and independent auditors to review their work and
discuss the Company’s financial controls and audit and reporting
practices. The independent auditors and the internal auditors
independently have full and free access to the Committee, without
the presence of management, to discuss any matters which they feel
require attention.

i vl

Charles T. Fote
Chairman and Chief Executive Officer

Var_ fatmaie_
Kim Patmore

Executive Vice President
and Chief Financial Officer

Greenwood Village, Colorado
January 22,2003



SELECTED FINANCIAL AND OPERATING DATA

The following data should be read in conjunction with the Consolidated Financial Statements and related notes thereto and management’s
discussion and analysis of financial condition and results of operations included elsewhere in this annual report.

The Notes to the Consolidated Financial Statements contain additional information about various acquisitions (accounted for as purchas-
es), dispositions and certain charges and benefits resulting from restructurings, impairments, litigation and regulatory settlements,
investment gains and losses and divestitures, which affect the comparability of information presented. Certain prior years’ amounts have
been restated to conform to the current year presentation.

Year Ended December 31, 2002 2001 2000 1999 1998

(in millions, except share amounts or otherwise noted)

INCOME STATEMENT DATA
Revenues® $ 7,636.2 $ 6,651.6 $ 5,922.1 $ 5,776.4 $ 5,309.5
Expenses, net of other income/expense © 5,981.9 5,591.7 4,724.6 3,996.7 4,597.9
Income before income taxes, minority interest,

equity earnings in affiliates and cumulative effect

of a change in accounting principle 1,654.3 1,059.9 1,197.5 1,779.7 711.6
Income taxes 432.2 336.8 378.7 625.7 246.2
Minority interest (102.8) (32.4) (24.5) (38.7) (35.8)
Equity earnings in affiliates 118.6 183.9 135.3 84.4 36.1
Income before cumulative effect of a change

in accounting principle 1,237.9 874.6 929.6 1,199.7 465.7
Cumulative effect of a change in accounting principle,

net of $1.6 income tax benefit — (2.7)® — -~ —
Netincome $ 1,237.9 $§ 8719 $ 929.6 $ 1,199.7 $ 465.7
Depreciation and amortization $ 5385 § 6384 § 5888 § 6178 $ 5911
PER SHARE DATA
Earnings per share —basic $ 1.63 $ 112 $ 114 $ 140 $ 052
Earnings per share - diluted © 1.61 1.10 1.12 1.38 0.52
Cash dividends per share 0.07 0.04 0.04 0.04 0.04
BALAKCE SHEET DATA (AT YEAR-END)

Total assets $26,591.2  $21,912.2 $17,295.1 $17,004.8  $16,587.0

Settlement assets 16,688.5 13,166.9 9,816.6 9,585.6 9,758.0
Total hiabilities 22,434.9 18,392.3 13,567.4 13,097.1 12,831.1

Settlement obligations 16,294.3 13,100.6 9,773.2 9,694.6 9,617.0

Borrowings 2,581.8 2,517.3 1,780.0 1,528.1 1,521.7

Convertible debt 552.7 584.8 50.0 50.0 50.0
Total stockholders’ equity 4,156.3 3,519.9 3,727.7 3,907.7 3,755.9
SUMMARY OPERATING DATA
Atyear-end ~

Card accounts on file (in millions) 325.2 312.2 309.9 259.8 211.9
For the year —

North America Merchant dollar volume (in billions) $ 56259 § 49119 § 451.7¢ § 32839 § 252.2¢

North America Merchant transactions (in billions) 10.2¢ 8.8 8.0@ 6.4¢ 5.0

Money Transfer transactions (in millions) — — — 73.5 61.4

Consumer-to-consumer money transfer transactions ® 67.8 55.8 44.6 — —

Consumer-to-business transactions ®! 173.1 141.0 100.9 — —

(a) In January 2002, the Company adopted Emerging Issues Task Force (“EITF”) 01-14 (“EITF 01-14%), “Income Statement Characterization of Reimbursements Recetved for ‘Out-of-Pocket’
Expenses Incurred,” which requares that reimbursements recetved for “out-of-pocket” expenses be characterized as revenue. All periods presented have been restated for the adoption.

(b) Represents the transition adjustment for the adoption of Statement of Financial Accounting Standards No. 133, “Accounting for Dertvative Instruments and Hedging Activities.”

(c) In March 2002, the Company’s Board of Directors declared a 2-for-1 stock split of the Company’s common stock to be effected in the form of a stock dividend. Shareholders of record on May 20,
2002 received one share of the Company’s common stock for each share owned. The distribution of the shares occurred after the close of business on fune 4, 2002. All share and per share amounts
have been retroactively restated for all periods to reflect the impact of the stock split.

(d) North America merchant dollar volume includes Visa and MasterCard credit and offline debit and PIN-based debit at poini-of-sale. Norih America merchant transactions include Visa and
MasterCard credit and off-line debit, processed-only customer transactions, and PIN-based debit at point-of-sale.

(e) Includes Visa and MasterCard volume only from alliances and managed accounts.

() Beginningin 2002, the Company began analyzing results due to the acquisttion of Paymap and E Commerce Group as described in (g) and (k) below. Prior to 2000, reliable information was not
avarlable, as such, 1999 and 1998 amounts were not restated to conform to the presentation noted below.

(g) Consumer-to-consumer money transfer transactions include North America and International consumer money transfer sevices.

(k) Consumer-to-business transactions inciude Quick Collect, Fasy Pay, Phone Pay, Paymap’s Fust-in- Time and Equity Accelerator services, and E C e Group’s Speedpay. The tsfor 2002, 2001,
and 2000 include transactions for E Commerce Group and Paymap as if they were consolidated subsidiaries as of January 1, 2000, to provide a more meaningful comparison.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

BUSINESS OVERVIEW

First Data Corporation (“FDC” or “the Company”) operates in
four business segments: payment services, merchant services, card
1ssuing services and emerging payments. The Company continues
to focus on enhancing these core business areas and to assess how
best to serve its customer base. Among the actions the Company
believes are necessary to continue its leadership position is a focused
effort to expand internationally, develop new products and services
and to enhance its processing platforms in response to Company
growth, client requirements, changing technelogy and expanding
e-commerce initiatives.

Payment services primarily consists of its consumer-to-con-
sumer money transfer business, which includes: Western Union
Financial Services, Inc. (“Western Union™), a provider of domestic
and international money transfer services, Orlandi Valuta, which
provides money transfer services from the United States to Mexico
and certain other countries in Latin America, and its consumer-to-
business bill paymentservices thatincludes: Paymap Inc. (“Paymap”),
which transmits mortgage payments from a customer’s account
directly to their mortgage lender; E Commerce Group Products Inc.
(“E Commerce Group”), known for it’s Speedpay service, which
allows companies to receive electronic bill payments and other
services such as transferring payments from consumers to utility
companies, collection agencies, financial companies and other
institutions. Also included in the segment are Integrated Payment
Systems (“IPS™), a leading provider of official checks and money
orders to the financial services industry, and ValueLink and Gift
Card Services, which offer prepaid stored-value card issuance and
processing services.

The merchant services segment is comprised of: First Data
Merchant Services (“FDMS”), a provider of merchant credit and
debit card transaction processing services in the United States,
including: TASQ Technology Inc. (“TASQ), a leading provider of
point-of-sale (“POS”) devices and other products and services used
by merchants to accept transactions; PayPoint Electronic Payment
Systems (“PayPoint”), a leading POS transaction processor of
online debit card transactions, i.e., those requiring use of a personal
identification number (PIN); TeleCheck Services, Inc. (“TeleCheck™),
aleading check acceptance company that provides electronic check
acceptance, check guarantee, check verification and collection serv-
ices; NYCE Corporation (“NYCE”), an operator of an ATM
network and provider of PIN-based debit services; and First Data
Financial Services (“FDFS”), the majority owner of Global Cash
Access, which provides credit card, debit card and cash availability
services to gaming establishments and their customers.

Card issuing services consists of First Data Resources (“FDR”),
First Data Europe (“FDE”) and First Data Resources Australia
{“FDRA®), which provide a comprehensive line of products and
processing services to financial institutions and others issuing Visa
and MasterCard credit cards, debit cards and oil/fuel cards,
retail/private label cards, stored-value cards and smart cards;
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PaySys International, Inc. (“PaySys™), a global provider of credit
card transaction processing software and transaction processing
services to banks, retailers and third-party processors; and other
services including business solutions in the areas of risk and fraud
management and information verification services.

The emerging payments segment consists of a majority interest
in eONE Global (“eONE”), which includes govONE Solutions, LP
(“govONE”), a provider of electronic payment services for govern-
ments; GovConnect, Inc. (“GovConnect”), a provider of professional
consulting services, service delivery technologies, operational
support and payment processing for government customers;
Encorus Technologies (“Encorus”), which provides software for the
mobile payments industry and is developing an interoperable global
mobile payment standard and related payment processing platform;
and BillingZone, LLC (“BillingZone”), which provides outsourcing
for invoice presentment and payment services for businesses.

The remainder of the Company’s business units are grouped in
the “all other and corporate” category, which includes Teleservices,
a provider of voice-center services to telecommunications and
financial services industries, Call Interactive, a provider of Interactive
Voice Response (“IVR”) services, and Corporate operations.

BUSINESS DEVELOPMENTS

The Company’s growth strategy is focused on internal revenue
growth, supplemented by acquisitions. The strategy calls for the
Company to continue extending its global reach, leveraging its
enterprise capability, and continuing to introduce new products and
technologies to the marketplaces the Company serves around the
world. The Company also seeks strategic acquisitions that fit within
its core competencies, allow expansion into adjacent markets, or
provide entry into new international markets.

Part of leveraging the Company’s enterprise capabilities includes
growth through cross-selling opportunities. For example, a new
enterprise agreement between TeleCheck and Grace, Kennedy
Remittance Services, Western Union’s agentin Jamaica, expands the
relationship with one of the Company’s long-standing agents. This
agent will be areseller of TeleCheck verification services to affiliates
and other companies in Jamaica.

A significant portion of the Company’s internal growth comes
from growth in transactions and dollar volumes generated by exist-
ing customers. This internal growth, combined with long-standing
client relationships and contracts, gencrates the recurring revenues
on which the Company’s business model largely is based. The length
of contracts varies across the Company’s business units, but most are
for multiple years. Western Union agent contracts generally run
from three to five years; most alliance agreements, which account for
a significant portion of the Company’s merchant services business,
have terms between five and ten years; and card issuing services con-
tracts generally have terms between five and ten years. A majority of
the Company’s contracts are renewed and many significant business
relationships have extended far past their initial terms.
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FDC makes acquisitions that complement existing products and
services, enhance the Company’s product lines and/or expand its
customer base. The Company leverages its existing brands, alliance
branding relationships and infrastructure (e.g,, established sales
force, distribution channels, including its 151,000 worldwide Western
Union agent locations and approximately 3.0 million merchant
locations, etc.) to complement and introduce the acquired company’s
products to new markets, customers and geographic areas. Due to
the complementary nature of the acquisitions, FDC expects to
enhance the revenue and earnings potential of acquired companies
soon after acquisition.

PAYMENT SERVICES

Payment services, which primarily is comprised of Western Union,
continues to focus on international growth through agent network
expansion around the world. A significant portion of Western Union’s
growth centers around this expansion by adding locations in areas of
the world where money transfer services were not available in the
scope offered by Western Union. However, the Company’s strategy
goes beyond agent location expansion; it also encompasses new
products, increased brand awareness, and creation of unique deliv-
ery channels. The Company has been successful with internal
development of new products and the successful integration of
strategic acquisitions completed during 2002,

Western Union currently has approximately 151,000 agent
locations in more than 195 countries and territories. During 2002,
Western Union signed several significant new international agents,
including Wal-Mart in Argentina, and renewed important con-
tracts such as First Bank of Nigeria, Agricultural Bank in Ghana,
the German PostBank and Telecomunicaciones de Mexico. In
December 2002, Western Union concluded a joint venture agree-
ment with a subsidiary of the French Post Office, which will allow
a significantly expanded presence of Western Union’s services
throughout France. In January 2003, Western Union concluded a
global agreement with American Express Travel Related Services,
pursuant to which American Express offices will offer Western Union
money transfer services throughout their network in over 20
countries. Two countries with significant long-term potential for
the Company are China and India. Western Union has agreements
with the post offices in both China and India, as well as agreements
with a number of other banks in China and banks and retail loca-
tions in India. Currently, Western Union has approximately 5,000
agent locations in China and 10,000 agent locations in India. Like
most other Western Union international locations, these typically
require between three to five years to realize their potential.

The Company continues to drive new product development.
SwiftPay, a prepaid payment service, is an example of this product
development. It was launched in November 2000 and experienced
strong growth in 2002. In addition, the launch of ValueLink in 1998
continues to be a catalyst for growth in the future. The Company has
other new product offerings that have succeeded in reaching the mar-
ketplace, and others that are currently in the developmental stage.

Western Union continues to expand its delivery channels, now
allowing customers to perform money transfer transactions at an
agent location over the Internet, direct to a bank account, through
an ATM or over the telephone. In addition to the above, payment
services also completed strategic acquisitions of Paymap and
E Commerce Group (discussed in the next section) during the year,
which provide additional products and services that can be offered
to existing Western Union customers.

Western Union operates in a very competitive environment.
The Company continues to experience vigorous competition in the
traditional money transfer arena and also is encountering expand-
ed competition from banks and ATM providers that are targeting
money transfer services with new product offerings. To effectively
compete with these new channels, the Company continues to
develop new services and distribution channels as noted above.
The Company continues to invest significant amounts in advertising
and marketing to build the Western Union brand.

The Company’s U.S. domestic money transfer business remains
very strong. Recently a multi-year contract extension was signed with
Western Union’s largest agent, Kroger, which includes the addition
of approximately 500 locations in Texas, California and Indiana.

During the course of an examination of Western Union by the
New York State Banking Department (the “Banking Department™),
the Banking Department identified alleged deficiencies relating to
transaction reporting and agent supervision requirements under fed-
eral and state regulations. The alleged deficiencies were due in part to
the limitations of a cumbersome legacy compliance system and in part
to difficulties encountered in the ongoing migration from that legacy
system to a more automated compliance systermn and the centralization
of the compliance function in connection with the system change. To
resolve the matter without further action and without an admission of
wrongdoing by Western Union, on December 18, 2002, Western
Union and the Banking Department entered an agreement related to
Western Union’s enhanced regulatory compliance program requiring
a monetary payment of $8.0 million to the Banking Department. As
part of the agreement, Western Union submitted its enhanced com-
pliance program to the Banking Department for approval. Western
Union also has been working with the U.S. Department of the
Treasury (the “Treasury Department”) regarding the Treasury
Department’s determinations related to filings required under the
BSA for transactions occurring throughout the United States. Without
admitting or denying the Treasury Department’s determinations, on
March 6, 2003, Western Union entered into a Consent to the
Assessment of Civil Money Penalty and Undertakings with the
Treasury Bepartment (the “Consent Agreement”) to achieve a nation-
wide resolution of Western Union’s iability under the BSA arising out
of the facts set forth in the Consent Agreement. Pursuant to the
Consent Agreement, Western Union agreed to pay a monetary
payment of $3.0 million to the Treasury Department and, by June 30,
2003, to (I) conduct additional testing of its systems by conducting
further research to identify suspicious activity in 2002 reportable
under the BSA and file additional reports as appropriate,(11) file
additional reports of certain currency transactions that occurred in
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2002 that have been identified by Western Union, (I1) ensure that all
of its money services business products will be subject to an effective
system of review for reporting suspicious transactions under the
BSA, and (1v) establish an enhanced nationwide due diligence policy
to monitor its agents for BSA complance. Western Union continues
to coordinate with certain state regulators which may resultin addi-
tonal filings or monetary assessrments.

Western Union’s money transfer business to, from or within a
country may be affected by a number of political and economic fac-
tors. From time to time, transactions within or between countries may
be limited or prohibited by law. Additionally, economic or political
instability may make money transfers to, from or within a particular
country impracticable, as when banks are closed, devaluation of the
currency makes it difficult to manage exchange rates, or civil unrest
makes access to or from Western Union agent locations unsafe.

Foreign and domestic governments may impose new rules on
payment instruments, including regulations that (1) prohibit transac-
tions with, to or from certain individuals, entities or countries;
{1f) impose additional reporting requirements; (I11) limit the entities
capable of providing the services; (Iv) limit or restrict the revenue
that may be generated from transactions, including revenue derived
from foreign exchange; or (V) limit the number or value of money
transfers that may be sent to or from the jurisdiction.

The Company’s money transfer business is subject to regulation in
the United States by the federal government and most of the states. In
addition, the money transfer business is subject to some form of
regulation in each of the over 195 countries and territories in which
such services are offered. The Company has developed compliance
programs to monitor regulatory requirements and developments,
and to implement policies and procedures to help satisfy these
requirements, It is important to recognize, however, that the
Company’s money transfer network operates through independent
agents in most countries, and the Company’s ability to directly control
such agents’ compliance activities is limited. However, the Company
has developed compliance programs focused on agent training and
monitoring to help ensure legal and regulatory compliance by its
agents. Additionally, the Company continues to enhance its compli-
ance policies and programs to help augment its compliance efforts.

Notwithstanding these efforts, the number and complexity of
regulatory regimes around the world pose a significant challenge to
the Company’s money transfer business. A violation of law may
result in civil or criminal penalties or a prohibition against a money
transmitter and/or its agents from providing money transfer servic-
es in a particular jurisdiction. Following the events of September 11,
2001, the United States and certain other countries have imposed or
are considering a variety of new regulations focused on the detec-
tionand prevention of money transfers to or from terroristsand other
criminals. The Company participated in drafting some of these
regulatory plans and continues to implement policies and proce-
dures to help satisfy these requirements. These additional efforts
increase the Company’s cost of doing business. In addition, com-
petitors who may not satisfy these regulatory requirements but
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who continue to operate may pose a competitive disadvantage to the
Company. The Company believes that the trend toward additional
regulation will continue.

MERCHANT SERVICES

Within merchant services, the Company continues its commitment
to its merchant alliance strategy, growing the internatonal business
and expanding into adjacent markets. This strategy was strengthened
during the year through changes to some existing alliances and the
formation of several new alliances. As further discussed below
under “Acquisitions,” the Company acquired a controlling interest
in three existing merchant alliances and entered into a new agree-
ment with SunTrust Banks, Inc. (“SunTrust”). This previously
existing agreement expands a long-standing relationship with
SunTrust, strengthening the Company’s presence in the southeast
and mid-Atantic states.

The banking industry has seen dynamic changes during the past
few years; these developments are expected to continue. Further
consolidation among financial institutions could negatively impact
FDC(s alliance strategy, especially where the banks involved are
committed to merchant processing businesses that compete with the
Company. On the other hand, the acquisition of new merchant
business by an existing alliance bank can also result in such business
being contributed to the alliance.

New merchant alliances with CU Electronic Transaction
Services (“CUETS”) in Canada and Halifax Bank of Scotland
(“HBOS”) expanded the Company’s international merchant
services business. The Company’s international expansion was
also furthered by the acquisition of the Bank of Nova Scotia’s
(“ScotiaBank”) Canadian merchant business by Paymentech, an
existing alliance between FDMS and Bank One.

The Company continues to make other investments in its inter-
national merchant business, e.g., the acquisition of a controlling
interest in OMNIPAY, whose multi-currency processing software
enhances the Company’s international processing capabilities through
Dynamic Currency Conversion and other products.

The Company continues to strengthen its merchant services seg-
ment through investments in adjacent markets such as POS business
and technology. One such investment is PayPoint. It expands the
Company’s capability to serve several growing transaction processing
markets, including gas stations, supermarkets, quick service restaurants
and various PIN-based debit merchants. These expanded capabilities
complement the capture of debit transactions through the NYCE
network, which is majority-owned by the Company. An increasingly
competitive environment for PIN-based debit transactions has created
pricing competition, which could negatively impact margins.

Merchant services segment revenues largely are driven by the
number of transactions (and, to a lesser degree, dollar volumes)
processed by the Company; therefore, this segmentis the least insu-
lated from economic slowdowns. Continued softness in consumer
spending will negatively impact the financial performance of this
segment. Counterbalancing this negative impact is consumers’
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increased use of credit, debitand stored-value cards in place of cash
and checks, although decreased use of checks could negatively
affect TeleCheck’s business.

Other trends in consumier spending, along with changes in the mix
of merchant customers, can have an effect on the Company’s mer-
chant services business. For example, a significant increase in the
number or dollar volume of transactions processed by the segment for
large, national merchants could reduce the Company’s profit margins.

Along with international expansion and an increased number of
credit and debit transactions, payments processed over the Internet
represent a growth opportunity for the merchant services segment.
The international and Internet payments continue to account for a
portion of the segment’s transactions. Transactions over the Internet
may involve increased risk; however, the Company continues to
enhance its fraud detection and other systems to address such risks.

The Company continues to invest in new product offerings and
new approaches to the business. A good example is First Data
Network (“FDN”), which links the processing capabilities of the
Company’s merchant services and card issuing services segments.
FDN provides the most efficient way to settle transactions by routing
them directly from the merchant to the card issuer, when both are
customers of the Company. This innovative development has been
challenged by Visa in the litigation described below.

As more fully described in Note 12 of the Consolidated Financial
Statements, Visa brought an action against the Company in April
2002, challenging the Company’s use of FDN to more efficiently
complete transactions without the need to access Visa’s network. The
complaint seeks injunctive relief against the Company, plus unspeci-
fied (but allegedly substantial) damages, costs and attorneys’ fees. On
November 5, 2002, the Company filed a counterclaim against Visa,
asserting that Visa has abused its market power to prevent the
Company from internally processing Visa card transactions without
accessing the Visa network. The Company also alleges that Visa
{I) requires the Company’s customers to pay for Visa’s network
services regardless of whether the customers use those services, (II) uses
the Visa fee structure to raise the costs of its rivals and potential rivals,
(111) imposes unreasonable conditions on rivals’ access to Visa’s
network and (Iv) deters and prevents its members from using more
efficient providers of network services such as the Company. The
Company’s counterclaim asserts claims of actual and attempted
monopolization, tying, unfair competition, violations of California’s
Cartwright Act, defamation, trade libel, interference with prospective
trade advantage, and breach of contract. The remedies sought by the
Company against Visa include trebled compensatory damages, puni-
tive damages, attorneys’ fees and costs, restitution and disgorgement
of wrongfully obtained profits, and injunctive relief.

Visa is an association of financial institutions, many of which
are current and prospective customers of the Company. Several of
these financial institutions are participants in long-term relation-
ships with the Company, including merchant alliance and card
processing relationships, both of which usually are governed under
long-term contracts. The Company believes that the allegations in
its counterclaim are well founded and necessary to protect the

Company’s legitimate business interests; however, the likelihood
and possible extent of any impact of the above on the Company’s
business and these relationships are uncertain.

CARD ISSUING SERVICES

The Company continues to obtain scale and leverage in the card
issuing business by making the best use of its existing capacity. The
four key initiatives in the segment are as follows: convert the 82
million retail accounts in the pipeline, leverage the cash flows of the
business, maximize utilization of system capacity, and as in both
payment and merchant services, focus on growing internationally.
The Company has strong relationships and many long-term
customer contracts with approximately 1,400 card issuing cus-
tomers. Domestically, the segment had new contract signings and
renewals during 2002 with, among others, JPMorgan Chase
Bank, Bank of America, Citi Commerce Solutions and Advanta.
Extensions were also signed with National City Bank, Direct
Merchants Credit Card Bank, N.A., and PREMIER Bankcard.
As part of its international growth strategy the Company
entered into a processing agreement with CUETS, a card process-
ing company for Canadian credit unions. In the Asia Pacific and
Latin American regions, the Company continued leveraging
software solutions, most notably the VisionPLUS software from
PaySys. PaySys continues to expand internationally with the
distribution and licensing of its VisionPLUS software and it has
begun to process transactions with certain international financial
institutions. Through PaySys, the Gompany entered into a number
of international agreements, including agreements with Samsung
Card Co., Ltd., a card processing company based in South
Korea; Lukas, aleading consumer finance company in Poland; and
Westpac Banking Corporation in Australia. Additionally in 2002,
the Company established a Chinese Data Center in Shanghai.
The Company continues to increase its card accounts on file. As
of December 31, 2002, the Company had a total of 325.2 million
accounts on file. Of this total, 302.4 million were domestic and
22.8 million were international. As previously noted, the Company
has a pipeline of 82 million accounts, which are primarily retail
accounts that generate approximately 38% of the revenue of a
bankcard account. Approximately 37 million of those retail
accounts will be converted in 2003, with the majority being
converted in the second half of the year. In connection with a cus-
tomer’s acquisition of a portfolio, the customer decided to take
approximately 19 million bankcard accounts to its in-house systems
and convert approximately the same number of retail accounts onto
the Company’s card system in 2003. In addition, as discussed below,
Bank One Corp. notified the Company that it does not intend to
renew its contract for processing services, which will result in
approximately 42 million card accounts currently on file being decon-
verted by June 30, 2004. Additionally, as discussed below; a customer’s
March 2003 notification that it willnolonger acceptits private label cred-
it cards will reduce card accounts on file by approximately 8 million
accounts by the year-end 2004. Based on the above and internal growth
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from its existing card account base, which takes into account the sub-
prime market discussed in the segment results, the Company expects
to have approximately 340 million accounts on file by year-end 2004.

In March 2003, Bank One Corp. notified the Company that it
does not intend to renew its contract for processing services which is
scheduled to expire in June 2004. The loss of the Bank One business
will result in approximately 42 million card accounts currently on file
being deconverted by June 30, 2004. Additionally, in 2002, Bank One
Corp. notified the Company that it will move its print/mail and plas-
tics business in-house by mid 2004. Although there will be a reduction
of revenue for the segment, the Company will restructure certain
activities to adjust its cost structure and does not expect the loss of the
Bank One business to have a material affect on the segment’s profit.

On March 11, 2003 a customer of the card issuing business
announced thatit will no longer accept its private-label credit cards
atits merchant businesses as a result of financial difficulties. Due to
this customer’s severe hiquidity issues, the Company believes there
is substantial risk on its ability to collect contracted minimurm pay-
ments. Accordingly, the Company has recorded a non-cash
impairment charge of $16.5 million related to capitalized costs
associated with this contract. This non-cash charge was recorded in
the 2002 results of operations.

Card issuing services made substantial progress in its multi-year
system redesign of the North American Card System with several
major system upgrades and enhancements being installed during
2002 and February 2003. Ongoing client specific system develop-
mentisscheduled for 2003, supporting growth in cardholder account
conversions. Any unexpected delay in contracted client specific sys-
temn development could postpone certain conversions scheduled for
2003 and affect the segments revenue.

Consolidation among financial institutions has led to an increas-
ingly concentrated client base, which results in a changing client mix
toward larger customers. The effects of client mix, and the card type
mix shifting more heavily towards retail versus bankcards, most
likely will cause revenues to grow more slowly than accounts on file.
Additionally, the Company generally has long-term contracts with its
card-issuing customers, which require a notice period prior to the end
of the contract if a client chooses not to renew its contract. Some con-
tracts may be terminated early upon providing adequate notice and
the payment of termination fees or the occurrence of certain events.

As previously noted, Visa has brought an action against the
Company, which also could impact the card issuing services seg-
ment, as its business also involves the use of the Visa network.

EMERGING PAYMENTS

Emerging payments is focused on developing, commercializing and
operating emerging payment technology companies in the business,
government and mobile marketplace. In the mobile market, the
Company is growing the next generation of mobile payments
platform through its strategic relationships with Vodafone, Sprint,
T-Mobile and others. During the year, the Company acquired
GovConnect to enhance its tax payment processing and govern-
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ment businesses. GovConnect provides professional services, tech-
nology system solutions, and transaction processing to state and
local government agencies. In August, the Company acquired
TaxSolver, which integrates tax data and tax form preparation, and
integrated it into the Taxware business. During the year, the
Company also acquired BillingZone, an entry vehicle into the busi-
ness market, providing enterprise payment outsourcing services.
The Company continues to develop new product offerings through
strategic acquisitions. In June 2002, eONE substantially shutdown
SurePay, it’s business-to-business gateway operations and wrote-off
the related software development costs.

OTHER

Management continues to look for ways to eliminate barriers across
alllines of business to more efficiently and effectively operate the busi-
ness as one company. The Company is beginning to more effectively
cross sell products within the First Data family and continues to look
for new and more effective ways to leverage its market presence across
the enterprise. The Company also continues to streamline operations
and reduce costs as it continues to enhance its business model. The
Company has been successful with the implementation of Six Sigma
mitiatives and streamlining operational costs across the Company
through the development of shared services functions. Additionally,
the Company continues to upgrade its business continuity plans to
address new systems and platforms developed to support these
actions. The Company continues to focus on security around its sys-
tems and facilities.

Shareholders approved a two-for-one common stock split,
which was effected in the form of astock dividend of one additional
share of common stock for each share of common stock outstand-
ing to holders of record on May 20, 2002, with distribution of the
shares on June 4, 2002. All share and per share amounts have been
retroactively restated for the share split.

ACQUISITIONS

During 2002, the Company completed numerous strategic acquisi-
tions and investments to enhance the Company’s internal efforts to
access new markets and client groups.

PAYMENT SERVICES

In January 2002, Western Union purchased a 25% equity interest in
Christopher C. Varvias & Associates S.A., its money transfer agent in
Greece with a network of approximately 500 locations in approxi-
mately 80 cities throughout the country. In April 2002, the Company
acquired Paymap, a financial services company that develops and
markets innovative electronic payment services such as a mortgage
payment accelerator. Additionally, in June 2002, the Company
acquired E Commerce Group, a provider of a comprehensive suite
of e-commerce offerings including Speedpay, a proprietary technol-
ogy that allows companies to receive electronic bill payments.
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MERCHANT SERVICES

In March 2002, the Company and SunTrust formed a new alliance,
SunTrust Merchant Services, LLC. The Company and SunTrust each
contributed a merchant portfolio to the alliance. The Company has
majority ownership of and management control over the alliance and
is consolidating its financial statements. In April 2002, TeleCheck
acquired substantially all of the assets of International Check Services,
Inc. (“ICS”), a check acceptance company and provider of traditdonal
and electronic check products.

In the third quarter of 2002, the Company acquired a controlling
interestin three existing merchant alliances. In July 2002, the Company
acquired substantially all of the bank’s 50% ownership interest in
Huntington Merchant Services. In August 2002, the Company
acquired the bank’s 50% ownership interest in Wachovia Merchant
Services. In September 2002, the Company obtained an increased
ownership interest in its alliance with Wells Fargo Bank by contributing
merchants from its Unified Merchant Services portfolio. Additionally,
the Wells Fargo alliance was restructured to give the Company man-
agement control over the business. In the third quarter of 2002,
revenues and expenses were retroactively restated to January 1, 2002,
to reflect these three alliances as consolidated subsidiaries. These
alliances were previously accounted for under the equity method of
accounting The following summarizes the impact of retroactively con-
solidating the results of these alliances back to January 1, 2002:

Six months ended
Consolidating  June 30, 2002
entries consolidated

Six months ended
June 30,2002 as

Consolidated Results previously reported

(ir mellions)

Revenue £3,493.1 $137.1 $3,630.2
Operating profit 704.0 84.0 788.0
Pre-tax income 649.9 84.0 733.9
Minority interest {5.0) (42.0) (47.0)
Equity earnings

in affiliates 94.1 (42.0) 52.1

Net income 542.9 — 542.9

In August 2002, the Company acquired PayPoint, aleaderin elec-
tronic commerce and payment services. PayPoint processes credit
and debit transactions, and is one of the largest processors of PIN-
based debit payments. Also in August 2002, the Company acquired
a controlling interest in OMNIPAY, a Dublin, Ireland-based interna-
tional payment processor that provides foreign currency applications
at the point-of-sale and back-office settlement operations.

In September 2002, the Company entered into two partnerships
with CUETS, a Canadian card processing company serving several
credit unions. The Company acquired a 50% ownership interestin a
merchant processing business which is accounted for using the equity
method of accounting and a controlling interest in a merchant acquir-
ing business that is consolidated. In the fourth quarter 2002, the
Canadian merchant business of the Bank of Nova Scotia
(“ScodaBank™)was effectively acquired by Paymentech, which is joint-
ly owned by FDC and Bank One and is part of the Bank One alliance.

In November 2002, the Company entered into a contractual alliance
with HBOS underwhich the Company will process its merchant trans-
actions and receive a substantial majority of HBOS’ merchant
processing revenues and referrals from HBOS’ banking centers.

CARD ISSUING SERVICES

In November 2002, the Company acquired Active Resources, a
provider of payment managed services and outsourcing based in the
United Kingdom. The acquisition enables the segment to expand into
the United Kingdom payment market, specifically with data capture.

EMERGING PAYMENTS

In April 2002, govONE, an operating company of eONE, acquired
GovConnect, which provides consulting and design services to
government customers seeking to migrate to or optimize existing
electronic processing and payment environments. This acquisition
complements govONE's current product offering. In August 2002,
the Company acquired TaxSolver, which integrates tax data and tax
form preparation, and integrated it into the Taxware business, cONE
acquired BillingZone in December 2002. BillingZone provides busi-
ness-to-business electronic invoice presentment and payment
solutions for enterprises.

COMPOMNENTS OF REVENUE AND EXPENSES

The following briefly describes the components of operating rev-
enue and expenses as presented in the Consolidated Statements of
Income. Descriptions of the revenue recognition policies are
included in Note 1 of the Consolidated Financial Statements.

Transaction and processing service fees—Revenues are based on a per
transaction fee, a percentage of dollar volume processed, accounts
on file or some combination thereof. These revenues represent
more than 85% of FDC’s revenues and are most reflective of the
Company’s core business performance. Payment services segment
revenue is primarily earned from transaction fees charged to con-
sumers sending money transfers. Within the merchant services
segment, revenue is primarily comprised of fees charged to mer-
chants and processing fees charged to alliances accounted for
under the equity method. Merchant discount revenue from
credit card and off-line debit card transactions acquired from
merchants is recorded net of interchange and assessments charged
by the credit card associations and revenue from personal iden-
tification number based online debit (“PIN-based debit™) card
transactions are recorded gross with the associated network fee
recorded in cost of services. Merchant services revenue also
include amounts attributable to check verification fees, which
generally are a fixed amount per transaction, while check guaran-
tee fees generally are a percentage of the check amount. Card
issuing services revenue is primarily comprised of fees charged to
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the issuing bank based on cardholder accounts on file, both active
and inactive, and to a lesser extent, transaction volumes processed.

Investment income, net—Revenue is primarily derived from interest
generated by settlement assets within the payment services and
merchant services segments, and realized net gains and losses from
such assets. This revenue is recorded net of commissions to official
check agents and associated hedges.

Professional services—Revenue is recognized from programming
requests from clients and system consulting services provided by the
card issuing business and PaySys, and professional services per-
formed for governmental entities by GovConnect.

Software licensing and maintenance—Software licensing and mainte-
nance revenue is primarily generated from PaySys’ VisionPLUS
software in the card issuing segment and from Taxware and Encorus
in the emerging payments segment.

Product sales and other—Sales and leasing of point-of-sale devices in the
merchantservices segmentare the primary drivers of this revenue com-
ponent, providing a recurring revenue stream. This component also
mcludes incentive payments, contract termination fees, royalty income
and gain/loss from the sale of merchantalliance portfolios, which occur
less frecruently but are considered part of ongoing operations.

Reimbursable postage and other—This component and the off-setting
expense caption represent postage, telecom and similar costs that
are passed through to customers. This recognition is in compliance
with Emerging Issues Task Force Issues No. 01-14, “Income

Statement Characterization of Reimbursements Received for
‘Out-of-Pocket’ Expenses Incurred” (“EITF 01-147).

Cost of Services—This caption includes the costs directly associated
with providing services to customers and includes the following:
telecommunications costs, personnel and infrastructure costs to
develop and maintain applications and operate computer networks
and associated customer support, PIN-based debit network fees,
losses on check guarantee services and merchant chargebacks,
commissions paid to money transfer agents, depreciation and
amortization expense, and other operating expenses.

Cost of products sold—These costs include those directly associated
with product and software sales such as cost of point-of-sale devices,
merchant terminal leasing costs, and software licensing and main-
tenance costs and associated amortization and depreciation.

Selling, general and administrative—This caption primarily consists of
salaries, wages, and related expenses paid to sales personnel, admin-
istrative employees and management, advertising and promotional
costs and other selling expenses.

RESULTS OF OPERATIONS

As discussed in Note 1 to the Consolidated Financial Statements,
the face of the Consolidated Statements of Income have been
expanded. Equity earnings in affiliates, net of related amortization
expense, minority interest and a portion of interest income are now
presented as separate line items. The following discusston on the
results of operations is presented in line with the new format.

The following discussion for both results of operations and segment results refers to the twelve-month period ended December 31, 2002

versus the same period in 2001. Consolidated results should be read in conjunction with segment results, which provide more detailed

discussions around certain Consolidated Statements of Income components.

Change

2002 Compared with 2001 2002 2001 Amount Percentage
REVENUES
Transaction and processing service fees $6,566.2 $5,701.8 $864.4 15%
Investment income, net 97.3 86.5 10.8 12%
Professional services 115.5 71.2 443 62%
Software licensing and maintenance 62.9 23.4 39.5 169%
Product sales and other 275.3 315.7 {40.4) (13)%
Reimbursable postage and other 519.0 453.0 66.0 15%

$7,636.2 $6,651.6 $984.6 15%
EXPENSES
Cost of services $3,809.6 $3,612.5 $197.1 5%
Cost of products sold 189.5 157.2 32.3 21%
Selling, general and administrative 1,282.7 1,084.3 198.4 18%
Reimbursable postage and other 519.0 453.0 66.0 15%
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Total revenues in 2002 increased 15% to $7,636.2 million from
$6,651.6 million in 2001. The strength of the payment services and
merchant services segments was partially mitigated by a decline in rev-
enue in the card issuing services segment and all other and corporate.

The increase in transaction and processing service fees is pri-
marily attributable to growth in consumer-to-consumer transactions
of 22%, consumer-to-business transactions of 23%, North America
merchant dollar volume growth of 15%, and North America
merchant transaction volume growth of 16% in 2002. The con-
sumer-to-business transactions for 2001 include transactions for E
Commerce Group and Paymap as if they were consolidated sub-
sidiaries to provide a more meaningful comparison. Although card
accounts on file increased 4%, processing revenue declined in the
card issuing services segment due to pricing pressures and the impact
of certain 2001 deconversions. The realignment of three merchant
alliances and acquisitions contributed to the transaction and pro-
cessing service fee growth, as discussed in segment results below.

The investment income growth of 12% was primarily attribut-
able to a significant increase in average investable balances in 2002,
lower short-term rates, which resulted in lower commission paid to
selling agents and incremental realized net gains of $31.0 million on
the liquidation of certain portfolio investments, partially offset by
lower yields on certain investments and realized losses on derivative
instruments used to hedge commissions paid to selling agents. On a
pre-tax equivalent basis (i.e., as if investment earnings on nontaxable
investments were fully taxable at FDC’s marginal tax rate), investment
income increased 20% in 2002 from $259.5 million to $312.5 million.

The growth in professional services revenue was substantially
driven by consulting services of GovConnect, which was acquired in
April 2002 and contributed $34.9 million, and PaySys, which was
acquired in April 2001 and contributed an incremental $9.7 million.

The increase in software licensing and maintenance revenue
was primarily due to Taxware, PaySys and Encorus, which incre-
mentally contributed $13.5 million, $11.9 million and $10.5
million, respectively, over prior year results. Taxware, PaySys and
Encorus were acquired in August 2001, April 2001 and November
2001, respectively.

The decrease in product sales and other revenues was primari-
ly attributable to incentive payments of $58.1 million received in
2001 related to a previously formed merchant alliance, contract ter-
mination fees of $36.8 million received in 2001 and revenue from a
divested business of $7.9 million in 2001. No incentive payments or
significant termination fees were received in 2002, These declines
were partially offset by an increase of $43.1 million in sales and leas-
ing of products, mainly point-of-sale devices by TASQ) (acquired in
March 2001), a $15.0 million gain from the sale of a small merchant
alliance portfolio and an increase in royalty income of $7.1 million.

The increase in reimbursable postage and other revenue and the
offsetting expense was attributable to volume increases and a postage
rate increase in the second quarter of 2002. In January 2002, the
Company adopted EITF 01-14.

Cost of services as a percentage of service revenues (transaction
and processing service fees and professional services) decreased
approximately 6 percentage points on a reported basis and approx-
imately 4 percentage points on a pro forma basis. The pro forma
results noted in the preceding sentence, and throughout the rest of
this discussion and analysis, represent 2001 reported amounts
adjusted for the impact of Statement of Financial Accounting
Standards (“SFAS”) No. 142, “Goodwill and Other Intangible
Assets” (“SFAS 142”), which resulted in the elimination of goodwill
amortization effective January 1, 2002. The increase in the dollar
amount of cost of services resulted from growth in core businesses,
business acquisitions and an increase in agent commissions. The
decrease as a percentage of revenue related to focused expense
management, cost reduction initiatives implemented in late 2001
and into 2002, and continued Six Sigma initiatives. Additionally,
the retroactive consolidation of three merchant alliances back to
January 1, 2002 increased cost of services for the year ended
December 31, 2002, as a higher percentage of the alliances costs
are processing related versus selling, general and administrative,
thereby increasing the dollar amount of cost of services.

The increase in cost of products sold for 2002 relates to the
increase in sales of the Company’s point-of-sale devices, merchant
services terminal leasing and software licensing and maintenance.
The acquisition of TASQ) in March of 2001 and an increased
number of merchant services terminal lease signings contributed
to the significant increase.

The increase in selling, general and administrative expenses
during 2002 primarily relates to the impact of business acquisitions,
increased spending on specific corporate initiatives and an increase
in advertising expenditures. As a percentage of total revenue, sell-
ing, general and administrative expenses increased approximately
0.5 percentage points to 16.8%.

During 2002, the Company recorded restructuring charges of
$9.0 million. These charges were comprised of severance totaling
$8.5 million and $0.5 million related to lease termination losses.
Severance charges resulted from the termination of 281 employees,
representing all levels of employees and less than 1% of the
Company’s workforce. Merchant services charges were $6.0 million
for the year ended December 31, 2002. The charges related to
streamlining the span of management control and elimination of job
redundancies across many departments at most employee levels
within the merchant acquiring business. The merchant services
restructuring plans were completed in the second quarter of 2002.
Emerging payments charges were $2.4 million for the year ended
December 31, 2002, which related to a reduction in force and clo-
sure of aleased facility for the SurePay business to adjust its employee
base to match the slower-than-expected participation in the busi-
ness-to-business exchange marketplace. The emerging payments
restructuring plans were completed in the first quarter of 2002. Card
issuing charges were $0.3 million for the year ended December 31,
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2002 as a result of consolidating Tulsa data center operations. The
card issuing restructuring plans were completed in the first quarter
of 2002. All other and corporate charges were $0.3 million for the
year ended December 31, 2002, which related to the elimination of
duplicative positions due to the integration of the Achex, Inc.
{(“Achex”) acquisition. The all other and corporate restructuring
plans were completed in the first quarter of 2002. Savings realized
from these restructurings were $15.8 million for the year versus
planned savings of $15.9 million.

During 2002, the Company reversed prior period restructuring
reserves resulting from changes in estimates totaling $3.9 million.
The majority of these reversals related to the third quarter 2000
restructuring charge related to the United Kingdom-based opera-
tions of the card issuing services segment. The change in estimate
related to this charge was caused primarily by pension obligations
associated with severed employees being less than anticipated.

During 2001, the Company recorded $27.5 million relating to
restructuring charges. These charges were comprised of severance
totaling $24.7 million and $2.8 million related to lease termination
losses and a customer contract. Severance charges resulted from the
termination of 790 employees representing all levels of employees
and approximately 3% of the Company’s workforce. Amounts attrib-
utable to payment services were $8.8 million as a result of the
discontinuance of the Payment Card Solutions and SkyTeller
operations, consolidation of international support functions and
transition of a Mexico call center and operations support to a third-
party provider. The payment services restructuring plans were
completed in the second quarter of 2002. Amounts attributable to
merchant services were $12.2 million. The charges related to closing
facilities in Nashville, Tennessee; Louisville, Kentucky; Belmont,
California; Reston, Virginia and Lakewood, Ohio to eliminate job
redundancies related to front-end system support, relationship man-
agement and quality assurance. The merchant services restructuring
plan was completed in the third quarter of 2001. In addition,
TeleCheck restructured under new management and eliminated
management positions at several levels within the organization. The
restructuring plans were completed in the second and fourth
quarters of 2001. Additionally, gaming call center services were tran-
sitioned to a single facility, which was completed in the fourth quarter
of 2001. Amounts attributable to card issuing services were $2.8 mil-
lion, which related to the closure of a facility and terminations
associated with converting certain debit operations to the NYCE
platform and other department reorganizations. The card issuing
restructuring plans were completed in the first quarter of 2002.
Amounts attributable to emerging payments were $1.8 million
related to a reduction in force for the SurePay business to adjust its
employee base to match the slower-than-expected participation in
the business-to-business exchange marketplace. Amounts attributa-
ble to all other and corporate were $1.9 million, which related to
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consolidating corporate functions to the Denver office and elimina-
tion of redundant functions. The all other and corporate restructuring
plans were completed in the third quarter 2001. Cost savings real-
ized from these events were $15.5 million for the year ended
December 31, 2001, compared to planned savings of $15.0 million.
During 2001, the Company reversed prior period restructuring
reserves resulting from changes in estimates totaling $6.7 million. The
majority of these reversals related to the third quarter 2000 restruc-
turing charge related to the United Kingdom-based operations of the
card issuing services segment and the 1998 merchant services
Nashville data center closure. The change in estimate related to the
United Kingdom charge was caused primarily by pension obligations
associated with severed employees being less than anticipated.

The following summarizes activity with respect to the Company’s
restructuring activities for the years ended December 31, (in millions):

2002 2001 2000
EXPENSE PROVISION
Employee severance $8.5  $24.7  $70.2
Facility closure 0.5 2.5 9.6
Other exit costs — 0.3 —
8.0 27.5 79.8
CASH PAYMENTS AND OTHER
2002 7.9 11.7 7.2
2001 — 13.6 41.8
2000 — — 19.2
7.9 25.3 £68.2
REVERSALS
2002 0.2 1.2 2.5
2001 * — — 5.1
0.2 1.2 7.6
REMAINING ACCRUAL AT DECEWMBER 31, 2002
Employee severance 0.2 0.7 0.6
Facility closure 0.7 0.3 3.4
$09 8§10 § 4.0

* Does not include §1.6 million of reversals in 2001 relating to 1998 restructuring reserves.
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During 2002, the Company recorded asset impairment charges
of $27.8 million, of which $16.5 million related to card issuing
servicesand $11.3 million related to emerging payments. The $16.5
million card issuing services charge related to impairment of capi-
talized customer contract costs associated with one of its customers.
On March 11, 2003 this customer announced that it would no
longer accept its private-label credit cards at its merchant businesses
as a result of financial difficulties. Due to this customer’s severe
lquidity issues, the Company believes there is substantial risk on its
ability to collect contracted minimum payments. The §1 1.3 million
assetimpairment charge in emerging payments related to SurePay’s
capitalized business-to-business software development costs. The
impairmentresulted from the second quarter 2002 decision to cease
SurePay platform development efforts.

During 2001, the Company recorded asset impairment charges
of $14.7 million, of which $11.2 million related to payment services,
$1.1 million related to card issuing, $0.4 million related to merchant
services and $2.0 million related to corporate and other. The $11.2
million paymentservices charge related to goodwill and other assets
associated with the discontinuance of the SkyTeller service offering.
The $1.1 million card issuing charge related to a $0.8 million soft-
ware impairment, as well as fixed assets associated with the card
issuing facility closures discussed in restructurings above. The $0.4
millionrelated to the merchant services segment also related to fixed
assets associated with the facility closures discussed in restructurings
above. The $2.0 million all other and corporate charge related to
the impairment of internally developed software due to functional-
ity acquired through the acquisition of Achex in the third quarter
of 2001. The Company’s results also include a $0.5 million charge
for fixed assets associated with the restructuring discussed above.

During 2002, the Company recorded $41.0 million in liigation
and regulatory setlement charges, which are more fully explained in
Note 12 of the Consolidated Financial Statements. These charges
related to the payment services segment. Of these charges, $30.0 mil-
lion related to the anticipated settlements of various class action
lawsuits pertaining to the Company’s money transfer business,
including legal fees and other outside administrative costs. The
additional $11.0 million relates to an $8.0 million settlement with the
New York State Banking Department and a $3.0 million settlement
with the U.S. Department of Treasury over alleged infractions of cer-
tain regulationsrelated to Western Union’s money transfer business.
It is possible that other regulatory bodies may make similar claims
against the Company.

During 2002, the Company recorded a gain on the sale of a
portion of the Company’s investment in CheckFree Corporation
(“CheckFree”), totaling $3.6 million, offset by $6.4 million of
investment impairment charges related to emerging payments
segment Investments in e-commerce companies. The remaining
impairment charge of $2.5 million related to an investment in a
software business held by the card issuing services segment. These
investments were written-down to fair value based on quoted
market prices for public companies, and for privately held com-

panies, by considering market conditions, offering prices, trends of
earnings/losses, price multiples, financial position, new financing or
other measures.

During 2001, the Company recorded $184.2 million of invest-
ment losses, of which $148.0 million related to all other and
corporate, $14.1 million related to merchant services, $0.3 million
related to card issuing and $21.8 million related to emerging pay-
ments. The $148.0 million all other and corporate charge related to
the $142.8 million write-down of the Company’s investment in
CheckEree due to CheckFree’s stock wrading below the Company’s
cost basis for more than six months and $5.2 million related to write-
downs of investments in e-commerce businesses. The $14.1 million
merchant services charge related to a $9.2 million charge to fully
write-down the Company’s investment in Excite@Home, and a $4.9
million write-down of investments in other e-commerce-related
businesses. The $0.3 million card issuing charge, the $21.8 million
emerging payments charge and the $5.2 million all other and corpo-
rate charge also relate to write-downs of investments in e-commerce
businesses. These investments were written-down to fair value based
on quoted market prices for public companies and for privately held
companies by considering market conditions, offering prices, trends
of earnings/losses, price multiples, financial position, new financing
or other measures.

During 2002, the Company released $4.5 million of prior period
divestiture reserves related primarily to Investor Services Group and
TransPoint LLC (“TransPoint”) due to the passage of certain con-
tractual indemnification provisions and the release of amounts
previously held in escrow. Investor Services Group was divested in the
fourth quarter of 1999 and TransPoint was merged with CheckFree
in the fourth quarter of 2000. Additionally in 2002, the Company
recorded an additional charge of $0.3 million related to the discon-
tinuance of a collections business in the second quarter of 2001.

The Company sold a small technology solutions company and
an in-store branch banking business in January and August 2001,
respectively. There was no gain or loss realized on these sales in
2001. Additonally, in 2001 the Company discontinued a collection
business, which resulted in a pre-tax loss of $11.4 million in June
2001 relating to the closure. The charge included $4.1 million for
employee severance, §2.6 million for facility exit costs and an asset
impairment charge of $4.7 million.

During 2001, the Company released prior period divestiture
reserves of $39.6 million related primarily to Investor Services Group
due to the passage of certain contractual indemnification provisions.

The decline in interest income during 2002 was attributable to
lower interest rates and the maturity of certain investments early in
2002 that were not reinvested in similar products.

Interest expense decreased 2% to $117.1 million for 2002 from
$119.6 million for 2001. The decrease was attributable to the aver-
age interest rate decreasing 0.8 percentage points, offset by an 18%
increase in the average total debt balance.

FDC’s effective tax rate for 2002 was 25.9%, compared with
2001’sreportedrate of 27.8% and pro formarate of 26.4%. The cal-
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culation of the effective tax rate includes equity earnings in affiliates
and minority interest in pre-tax income. Minority interest relates
primarily to entities that are considered pass-through entities for
income tax purposes. The decrease in the effective tax rate is pri-
marily attributable to changes in various permanent items including
an increase in tax-exempt interest income related to an increase in
settlement assets and related tax-exempt portfolio, and the utliza-
tion of certain tax attribute carryforwards. The restructuring, asset
impairment, litigation and regulatory setdlement charges, invest-
ment gains and losses and divestitures items caused the effective tax
rate for 2002, 2001 and 2001 pro forma to be lower by 0.4%, 1.2%
and 1.3%, respectively. Divested and discontinued businesses and a
change in accounting principle also caused the effective tax rate to
decrease in 2001 due to the tax benefits realized from the charges.

The increase in minority interest expense in 2002 is attributable to
the previously discussed consolhidation of three merchant services
alliances retroactive to January 1, 2002.

The decrease in equity earnings in affiliates in 2002 is also
attributable to the retroactive consolidation of the three merchant
services alliances.

The $2.7 million cumulative effect of a change in accounting
principle in the first quarter of 2001 related to the Company’s
adoption of SFAS No. 133 (“SFAS 133”), “Accounting for
Derivative Instruments and Hedging Activities,” for its derivative
and hedging activities.

Netincome of $1,237.9 million in 2002 increased 42 % from the
reported amount of $871.9 million and 25% from pro forma net
income amount of $990.4 million in 2001. Restructuring, asset
impairment, litigation and regulatory settlement charges, invest-
ment gains and losses and divestitures, which fluctuate significantly
from period to period, reduced 2001 net income by $121.8 million
compared with the 2002 charges of $40.0 million. Two businesses
that were divested and discontinued in 2001 reduced net income by
$7.3 million in 2001.

Diluted earnings per share (“EPS”) increased 46% to $1.61
from 2001 reported EPS of $1.10 and 29% from 2001 pro forma
EPSof $1.25. The increase primarily is due to the items noted above
and to a lesser extent the purchase of treasury stock.

SEGMENT RESULTS

Operating segments are defined by SFAS No. 131, “Disclosures
About Segments of an Enterprise and Related Informadon” (“SFAS
131”) as components of an enterprise about which separate financial
information is available that is evaluated regularly by the chief
operating decision maker (“CODM?”), or decision-making group, in
deciding how to allocate resources and in assessing performance.
FDC’s CODM is its Executive Committee, which consists of the
Company’s Chairman and Chief Executive Ofhcer, Executive Vice
Presidents and certain other senior executives. The operating seg-
ments are reviewed separately because each operating segment
represents a strategic business unit that generally offers different
products and serves different markets.
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FDC classifies its businesses into four segments: payment
services, merchant services, card issuing services, and emerging
payments. Payment services is a leading provider of nonbank
money transfer and payment services to consumers and commercial
entities, including money transfer, official check, money order, elec-
tronic payments and stored-value card services. Merchant services
provides merchant credit and debit card transaction processing
services, including authorization, transaction capture, settlement
and Internet-based transaction processing. Merchant services also
includes check verification, guarantee and check collection services
and also provides processing services to debit card issuers and
operates automated teller machine networks. Card issuing services
provides a comprehensive line of processing and related services to
financial institutions issuing credit and debit cards and to issuers of
oil and private label credit cards. Emerging payments was estab-
lished in the third quarter of 2000 and is comprised solely of eONE,
abusiness focused on identifying, developing, commercializing, and
operating innovative emerging payment systems businesses, The all
other and corporate category includes external providers of opera-
tor and customer support services and corporate operations.

The Company divested and discontinued two businesses in
2001, a collection business included in merchant services and an
in-store branch banking businessincluded in all other and corporate.
Operations of the businesses were moved to the divested and dis-
continued businesses line. All periods were restated.

The business segment measurements provided to, and evaluat-
ed by, the Company’s CODM are computed in accordance with the
following principles:

> The accounting policies of the operating segments are the same as
those described in the summary of significant accounting policies.

> Segment revenue includes interest income, equity earnings in
affiliates and intersegment revenue.

e A majority of corporate overhead is allocated to the segments
based on a percentage of the segments’ revenues.

> Segment operating profit includes interest income, minority
interest and equity earnings in affiliates net of related amorti-
zation expense.

> Segment operating profit excludes restructuring charges, asset
impairment charges, significant litigation and regulatory sette-
ment charges, interest expense, investment gains and losses,
business divestiture gains and losses and income taxes since they
are not allocated to the segments for internal evaluation purposes.
While these items are identifiable to the business segments, they
are not included in the measurement of segment operating profit
provided to the CODM for purposes of assessing segment per-
formance and deciston making with respect to resource allocation.

> Revenues and operating profit of the payment services segment
are stated on a pre-tax equivalent basis (i.e., as if investment
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earnings on nontaxable investments were fully taxable at FDC’s marginal tax rate).

PAYMENT SERVICES

Change

2002 Amount Percentage

REVENUES
Transaction and processing service fees
Investment income, net

Product sales and other

Reimbursable postage and other
Equity earnings in affiliates

$2,868.4 $2,459.8 $408.6
299.2 236.5 62.7
5.2 49 0.3

5.9 — 5.9

3.1 45 (1.4)

$3,181.8 $2,705.7 $476.1

Operating profit
Pro forma operating profit *

* Throughout this section pro forma operating profit for2001 reflects reporied operating profit with-
out goodwill amortization in accordance with SFAS 142.

Revenue growth during 2002 was attributable to the payment
services segment delivering strong operating results by continuing to
execute on its key strategies of increasing Western Union’s global
distribution network; growing Western Union branded products
and services; and accelerating efforts to build a strong global brand.
This growth reflects continued strong underlying volume increases
in these markets: traditional consumer-to-consumer, which
includes North America and International consumer money trans-
fers; consumer-to-business bill payment services, which includes the
transfer of payments from consumers to utility companies, collection
agencles, finance companies and other institutions, initiating e-com-
merce bill payments and remitting monthly mortgage payments
from a customer’s account directly to their mortgage lender; prepaid
stored-value market; and lastly, the issuance and processing of offi-
cial checks and money orders. Also, the acquisitions of Paymap and
E Commerce Group in April and June of 2002, respectively, con-
tributed marginally to the segment’s revenue growth for 2002.

Transaction and processing service fee revenue improvement
was primarily driven by total Western Union worldwide money
transfer transaction growth, including both consumer-to-consumer
and consumer-to-business transactions.

Money transfer transactions generated approximately 80% of
the segment’s revenues for 2002 and 2001. International, domestic
(including Canada) and Mexico consumer-to-consumer money
transfers represented 52%, 21% and 7% of total money transfer
revenue during 2002. For 2001, international, domestic (including
Canada) and Mexico consumer-to-consumer money transfers rep-
resented 50%, 23% and 9%, respectively, of total money transfer
revenue. The remaining money transfer revenue is attributable to
consumer-to-business morney transfer transactions. International

$1,047.9
$1,047.9

$ 818.1
$ 861.2

$229.8
$186.7

money transfer revenue includes U.S. outbound transactions des-
tined for foreign countries other than Mexico.

For 2002, consumer-to-consumer money transfer transac-
tions increased 22% to 67.8 million from 55.8 million in 2001.
Consumer-to-consumer money transfer revenues account for
approximately 80% of the total money transfer revenues. Interna-
tional money transfers drove much of this growth. Revenue for
international money transfers (a transfer either sent to or received
from an international location other than Mexico and Canada)
grew 24% with transaction growth of 32% for 2002 compared with
2001. There was no effect on the segment revenue growth rate from
currency fluctuations for the year. International money transfer
revenue represented approximately 40% of the total payment
services segment revenue for 2002 and 2001.

The increase in transactions is enhanced by the growth in the
agent base, which increased 26% over 2001, to approximately
151,000 worldwide agent locations. The Western Union pipeline
of locations signed and scheduled for installation before year-end
2003 is approximately 23,000. Much of this pipeline relates to
signings in China and India.

Western Union’s revenue growth is driven by its worldwide
network of roughly 15,000 “corridors”—country-to-country
money-transfer pairs. Within these corridors, immigration
patterns, new regulations, changing economic conditions, the geo-
political environment, competition and other factors can impact
both transactions and revenues. In 2002, revenues and transaction
growth were negatively impacted by political and economic cli-
mates in Western Europe, Argentina, Venezuela and the Middle
East as well as the closure of Western Union’s agent in South Africa.
Although these situations had a negative impact, performance of
individual countries typically does not materially affect the
Company’s performance. Forty-nine and 48 of Western Union
International’s top 50 countries had positive transaction and rev-
enue growth, respectively, in 2002,

Consumer-to-business transactions grew 23% in 2002 to 173.1
million transactions compared with 141.0 million transactions in
2001. Transactions for 2002 and 2001 include E Commerce Group
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and Paymap as if they were consclidated subsidiaries as of January 1,
2001, to provide a more meaningful comparison. The growth in this
market was driven by strong selling and marketing efforts and by
the diversification of product offerings through the acquisitions of
E Commerce Group and Paymap.

Prepaid stored-value revenue grew 30% on increased transac-
tions of 58% in 2002. Growth in this market was driven by new
customer signings with ValueLink.

The increase in investment income in 2002 is due primarily to
average investable balances growing 21%, lower short-term rates,
which resulted in lower commissions paid to selling agents, and incre-
mental realized net gains of $31.0 million on the liquidation of certain
portfolio investments. These benefits were offset by lower yields on
certain investments and realized losses on derivative instruments used
to hedge commissions paid to selling agents. The investment portfo-
lio balance is driven largely from sales of official checks by selling
agents. Payment services reports investment income and operating
profit on a pre-tax equivalent basis (i.e., as if’ investment earnings on
settlement assets, which are substantially all nontaxable, were fully

taxable at FDC’s marginal tax rate). The revenue and operating prof-
it impact reported in payment services related to the aforementioned
pre-tax equivalent basis is eliminated upon consolidation.

Operating profit (on a pre-tax equivalent basis) increased due to the
transaction and processing service fee and investment income growth
described above, along with focused expense management, Six Sigma
initiatives and other expense reductions, which have helped to improve
margins, partially offset by price reductions in certain markets and
increased promotional and advertising spending.

The money transfer and payment instrument businesses are
subject to extensive regulation in the U.S. and abroad. As more fully
explained in Note 12 of the Consolidated Financial Statements,
the Company reached an §8.0 million scttlement with the New York
State Banking Department and a $3.0 million settlement with the
U.S. Department of Treasury over alleged infractions of certain
regulations related to Western Union’s money transfer business. It is
possible that other regulatory bodies may make similar claims
against the Company. These settlements are included as a charge
against operating profit of the consolidated Company butnotin the
results of the segment discussed above.

MERCHANT SERVICES Change
2002 2001 Amount Percentage

REVENUES
Transaction and processing service fees $1,904.3 $1,393.0 $511.3 37%
Check verification and guarantee services 375.6 342.1 33.5 10%
Investment income, net 13.3 23.0 9.7) 42)%
Professional services 30.3 6.5 23.8 366%
Software licensing and maintenance 5.9 3.8 2.1 55%
Product sales and other 274.9 263.2 11.7 4%
Reimbursable postage and other 12.5 — 12.5 —
Equity earnings in affiliates 141.8 222.7 (80.9) (36)%
Interest income 0.7 1.7 (1.0) (59)%

$2,759.3 $2,256.0 $503.3 22%
Operating profit $ 7371 $ 591.2 $145.9 25%
Pro forma operating profit $ 7371 $ 666.5 $ 70.6 11%
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Merchant services revenue growth for 2002 was attributable to
strong transaction and volume growth in the merchant acquiring
business through strong sales efforts of the merchant alliances. The
check verification and guarantee business also continued to show
growth during the year. On top of the strong operating perform-
ance, asignificantamount of the growth resulted from the previously
discussed consolidation of three merchant alliances and the integra-
tion of 2002 and 2001 acquisitions.

Transaction and processing service fee growth was driven by
growth in both the dollar volume and number of transactions
processed, including strong growth in the PIN-based debit market,
business acquisitions and the previously described consolidation of
three merchant alliances. North America merchant dollar volume
and transactions grew 15% and 16%, respectively, over 2001, with
North America merchant dollar volume and transactions increasing
to $562.5 billion and 10.2 billion, respectively, in 2002. The focus on
expanding debit processing, new vertical markets and related prod-
ucts has directly led to both new merchant signings and increased
volumes with some of the segment’s largest merchants. The addition
of PayPoint enhances this strategic focus by bringing significant new
merchant relationships and new products to FDC in these markets.

Core merchant businesses, which contributed 84% of total
transaction and processing revenue, including the PayPoint and
NYCE businesses, are the primary drivers of transaction and pro-
cessing service fee growth. Revenue from these core businesses grew
45% from $1,103.5 million in 2001 to $1,602.5 millionin 2002. The
consolidation of the three merchant alliances, whose results were
included in equity earnings in 2001, contributed 23 % to the growth.
The SunTrust alliance, which was formed in March 2002, PayPoint,
acquired in August 2002, and the incremental results of NYCE,
acquired in August 2001, combined, contributed approximately
another 10% to the core transaction and processing service fee
growth for the segment. The growth from acquisitions includes
enhanced growth from the integration of such acquisitions into FDC’s
infrastructure from the date of acquisition. Without the benefit of the
alliance consolidations and acquisitions, the core transaction and pro-
cessing services fee revenue growth was approximately 12% for 2002.

Check verification and guarantee services revenue growth in
2002 was attributable equally to growth in the Electronic Check
Acceptance® service (“ECA®™) product and the additional revenue
from the acquisition of ICS in April of 2002. These increases were
offset by a slight decline in the paper check verification and guar-
antee activity.

The decrease in investment income in 2002 is attributable to
significantly lower interest rates on comparable investable bal-
ances in 2002.

The increase in professional services revenue in 2002 was
attributable to merchant services having performed certain pro-
gramming and consulting services for one of the payment services
operating units. The intercompany revenues have been eliminated
on a consolidated basis.

The increase in product sales and other revenues in 2002 was
attributable to a $42.8 million increase in the sales and leasing of
products due largely to the March 2001 acquisition of TAS(),
a $15.0 million gain from the sale of a small merchant alliance
portfolio and a $7.1 million increase in royalty income, partially
offset by $58.1 million of 2001 incentive payments related to a pre-
viously formed merchant alliance.

The purchase and sale of merchant contracts is an ordinary
element of the Company’s merchant services business as is the
movement of merchant contracts between the Company and its
merchant alliances. The Company or a merchant alliance may pur-
chase or sell a portfolio of contracts outright. Other times a partner
may purchase the Company’s interest in a merchant alliance. This
gives the partner 100% ownership in the underlying merchant con-
tracts as compared to a partial interest in a joint venture alliance that
owns the contracts. Other times the formation of a merchant
alliance will involve the sale of an interest in a portfolio of the
Company’smerchant contracts to the joint venture partner for cash.
Management considers these transactions to be in the ordinary
course of managing the Company’s business, and therefore, the
gains from selling these revenue-generating assets are included
within the product sales and other component of revenues.

The incentive payments received from a merchant alliance part-
nerrelate toamerchantalliance formed in the fourth quarter of 1996.
The formation of this alliance involved the Company contributing
merchant contracts to the merchant alliance joint venture in exchange
for a cash payment from the partner. The joint venture agreements
were negotiated to provide the Company with contingent consid-
eration over each of the following five years. This arrangement is
equivalent to retaining a residual interest in the contributed portfolio.
The driver of the amount the Company was to receive each year was
the profitability of the merchant contracts originally contributed by
the Company to the merchant alliance. This profitability was going
to be driven, in significant part, by the recurring processing services
the Company provided to the joint venture. Classification of these
payments within the product sales and other component of revenue
was based on the recurring nature of the payments to be received and
the factors determining their amount.

The decrease in equity earnings in affiliates in 2002 is primari-
ly attributable to the previously discussed consolidation of three
merchant services alliances during the current year.

The increase in operating profits is reflective of increased dollar
volume and transactions, focused expense management, improved
risk management practices within the TeleCheck business, Six
Sigma initiatives, and the impact of the items contained in the
discussion of product sales and other revenues. The decline in
operating margins as a percentage of revenue is attributable to
acquisitions, a 2% impact related to the retroactive consolidation of
the three merchantalliances and increased investment spending for
international expansion, product development and system feature
and functionality.
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CARD ISSUING SERVICES Change
2002 2001 Amount Percentage

REVENUES
Transaction and processing service fees $1,312.8 $1,386.4 $(73.6) (5)%
Professional services 64.8 55.8 9.0 16%
Software licensing and maintenance 25.5 13.6 11.9 88%
Product sales and other 1.7 39.7 (38.0) (96)%
Reimbursable postage and other 521.4 466.6 34.8 12%
Equity earnings in affiliates (1.5) 0.4 (1.9 NM
Interest income 0.6 1.1 {0.5) (45)%

$1,925.3 $1,963.6 $(38.3) (2)%
Operating profit $ 373.0 $ 346.6 $26.4 8%
Pro forma operating profit $ 373.0 $ 366.0 $ 7.0 2%

Overall revenues decreased in 2002 due to the carryover of
certain 2001 price concessions, deconversions and continued price
compression. Such pricing items were partially offset by the con-
version of new accounts in the second half of the year. In addition,
the termination fees received in 2001 had a negative impact on
revenue growth for 2002.

The decrease in transaction and processing service fees in
2002 was attributable to the factors noted above and deteriora-
tion in internal growth in the subprime market, partially offset
by the current year increase in card accounts on file. Card
accounts on file at December 31, 2002 were approximately 325
million (a 4% increase from 2001) with domestic card accounts
growing to approximately 302 million (3% growth) and interna-
tional card accounts increasing to approximately 23 million
(27% growth). The Company converted approximately 8 million
accounts during 2002 and has a pipeline of more than 82 million
accounts, most of which are retail. Approximately 37 million of
those accounts will be converted in 2003 with the majority being
converted in the second half of the year.

As noted above, revenue growth was adversely affected by a
general deterioration of the subprime market, with the top six sub-
prime customers accounting for approximately 6% of the card
issuing account base. Historically, the Company has experienced
strong growth in this market. Although it continues to service cus-
tomers that are growing despite these conditions, the Company
experienced negative growth in this market in 2002. Furthermore,
heightened regulatory requirements (including increased capital
and reserve requirements), material increases in delinquencies
and charged off accounts and general economic conditions will
constrain the ability of many customers in this market to maintain
their existing account base in the near term.
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Professional service revenues are comprised of custom pro-
gramming services. The increase in 2002 was attributable to the
acquisition of PaySys in April 2001, which accounted for a §9.7
million increase.

The increase in software licensing and maintenance revenue in
2002 was attributable to maintenance fees associated with PaySys’
VisionPLUS software.

The decrease in product sales and other revenues in 2002 was
attributable to contract termination fees of $36.8 million received in
2001. No significant termination fees were received in 2002.

The increase in reimbursable postage and other is attributable to
increased postage rates and mailing volumes.

The operating profit increase for the card issuing services seg-
ment was driven by operational improvements including focused
expense management, Six Sigma initiatives, productivity improve-
ments and other expense reductions, which helped improve margins.
Additionally, the favorable resolution of a contract issue and
increased capitalization of software development costs, offset by the
impact of contract termination fees received in 2001 and addi-
tional 2002 expenses related to the system redesign, led to a net
operating profitincrease of approximately $11 million. The increase
in the capitalization of software development costs is attributable
to the Company reaching the capitalization phase of the multi-year
system redesign. The Company’s capital expenditures for this
system redesign are in line with the previously disclosed 3% to 5%
of segment revenue (excluding reimbursable postage and other). In
the future, operating margins may be adversely affected due to the
gross up of reimbursable expenses according to EITF 01-14 as the
Company signs new contracts in the print/mail and plastics business.
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EMERGING PAYMENTS Change
2002 2001 Amount Percentage

REVENUES
Transaction and processing service fees $ 725 $71.4 $ L1 2%
Professional services 41.5 6.2 35.3 NM
Software licensing and maintenance 315 6.0 25.5 NM
Interest income 1.7 7.2 {5.5) (76)%

$147.2 $90.8 $56.4 62%
Operating loss $ (16.6) $(11.8) $ (4.8) (41)%
Pro forma operating loss $ (16.6) $(11.5) $ (5.1 (44)%

Transaction and processing service fees remained relatively
consistent for 2002 due to govONE’s core tax payment process-
ing operations.

The increase in professional services revenue in 2002 was due
to the acquisition of GovConnect in April 2002.

The increase in software licensing and maintenance revenue in
2002 was attributable to the acquisitions of Taxware and Encorus,
acquired in August 2001 and November 2001, respectively.

The decline in interest income in 2002 was due to lower cash
balances as a result of the business acquisitions described above and
lower interest rates in 2002,

The segment’s increase in operating losses primarily reflects the
product development efforts within Encorus.

ALL OTHER AND CORPORATE Change
2002 2001 Amount Percentage

REVENUES
Transaction and processing service fees $ 86.4 $ 89.1 % (2.7 (3)%
Professional services 2.7 2.7 - —
Equity earnings in affiliates — (1.8) 1.8 —
Interest income 2.0 16.4 (14.4) (88)%

$91.1 $106.4 $(15.3) (14)%
Operating loss $(72.6) $ (40.8) $(31.8) (78)%
Pro forma operating loss $(72.6) $ (40.9) $(31.7) (78)%

Transaction and processing service fees slightly declined in 2002
as a result of lost business and a decrease in volume with existing
clients at Teleservices and Call Interactive.

The decline in interest income in 2002 was attributable to lower
interest rates and the maturity of certain investments early in 2002,

The increase in the operating loss is mainly attributable to
increased spending on certain corporate initiatives, increased
headcount, a decline in revenue noted above and a decline in
interest income.
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RESULTS OF OPERATIONS

The following discussion for both results of operations and segment
results refers to the twelve-month period ended December 31, 2001
versus the same period in 2000. Consolidated results should be

read in conjunction with the segment results, which provide more
detailed discussions around certain Consolidated Statements of
Income components.

2001 COMPARED WITH 2000 Change
2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $5,701.8 $5,216.2 $485.6 9%
Investment income, net 86.5 45.9 40.6 88%
Professional services 71.2 44.0 27.2 62%
Software licensing and maintenance 23.4 — 23.4 —
Product sales and other 315.7 178.8 136.9 77%
Reimbursable postage and other 453.0 437.2 15.8 4%

$6,651.6 $5,922.1 $729.5 12%
EXPENSES
Cost of services $3,612.5 $3,340.2 $272.3 8%
Cost of products sold 157.2 71.9 85.3 119%
Selling, general and administrative 1,084.3 867.3 217.0 25%
Reimbursable postage and other 453.0 437.2 15.8 4%

Total revenues in 2001 increased 12% to $6.651.6 million
from $5,922.1 million in 2000. The growth was driven by the strength
of the paymentservices and merchant services segments and business
acquisitions, primarily in the merchant services segment, which
are discussed in the segment results below.

The increase in transaction and processing service fees is prima-
rily attributable to growth in consumer-to-consumer money transfer
transactions of 25%, consumer-to-business transactions of 19%,
North America merchant dollar volume growth of 9%, and North
America merchant transaction volume growth of 10% for 2001.
The acquisitions of NYCE and the retroactive consolidation of
Cardservice International, Inc. (“CSI”) enhanced this strong growth,
as did other acquisitions discussed in the segment results below.

Investmentincome grew 88% in 2001 atuributable to a significant
increase m average investable balances in 2001 and incremental real-
ized net gains of $22.1 million on the liquidation of certain portfolio
investments, partially offset by a significant decline 1n interest rates
related to short-term investments and realized losses on derivative
instruments used to hedge commission paid to selling agents. On a
pre-tax equivalent basis mvestment income increased 30% m 2001
from $199.8 million in 2000 to $259.5 million.

The growth in professional services revenues was substantially
driven by PaySys, which contributed $21.0 million for 2001, as it was
acquired in April 2001, and the remaining increase related to
increased programming requests from clients at FDE and govONE.
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Software licensing and maintenance revenue for 2001 was pri-
marily due to PaySys and Taxware, which contributed §1 3.6 million
and $5.7 million, respectively. PaySys and Taxware were acquired
in April 2001 and August 2001, respectively.

The increase in product sales and other revenues in 2001 was
primarily attributable to an increase of $85.4 million in sales
and leasing of products, mainly point-of-sale devices by TASQ)
{acquired in March 2001), contract termination fees of $36.8 mil-
lion received in 2001 and an increase in royalty income of $18.6
million, slightly offset by a decline in revenue from a divested business
of $10.5 million in 2001.

The increase in reimbursable postage and other items was
attributable to increased volume and postage rates having increased
in January 2001.

Cost of services as a percentage of service revenues (transaction
and processing service fees and professional services) decreased
approximately 0.9 percentage points in 2001. The increase in the
dollar amount of costof services resulted from growth in core busi-
nesses, business acquisitions and an increase in agent commissions,
partally offset by benefits realized from cost reduction initiatives,
focused expense management and Six Sigma initiatives.

The increase in cost of products sold for 2001 relates to the
increase in sales of the Company’s point-of-sale devices, merchant
services terminal leasing and software licensing and maintenance.
The acquisition of TASQ in March of 2001 and the retroactive
consolidation of CSI drove the increases noted above.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The increase in selling, general and administrative expenses
during 2001 primarily relates to consolidating the results of GSIL,
which has its own sales force, other acquisitions previously noted,
increased employee costs, proportionate advertising and promotion
spending in relation to revenues and spending on corporate ini-
tiatives. As a percentage of total revenue, selling, general and
administrative expenses increased approximately 1.7 percentage
points to 16.3% in 2001.

During 2001, the Company recorded $27.5 million relating to
restructuring charges. Refer to the comparison of 2002 to 2001 for
a detailed description of these charges. These restructurings result-
ed in cost savings of approximately $15.5 million in 2001.

During 2001, the Company reversed prior period restructuring
reserves resulting from changes in estimates totaling $6.7 million. The
majority of these reversals related to the third quarter 2000 restruc-
turing charge related to the United Kingdom-based operations of the
card issuing services segment and the 1998 merchant services
Nashville data center closure. The change in estimate related to the
United Kingdom charge was caused primarily by pension obligations
associated with severed employees being less than anticipated.

During 2000, the Company recorded restructuring charges of
$79.8 million. These charges were comprised of severance totaling
$70.2 million and $9.6 millicn in lease termination losses. Severance
charges resulted from the termination of approximately 3,800
employees representing all levels of employees and 12% of the
Company’s workforce. Payment services charges were $2.6 million.
The charges represented the elimination of an operating center in
Ft. Worth, Texas, as the functions were moved to an operating
center in California and the relocation of certain Western Union
International finance functions from Paramus, New Jersey to
Denver, Colorado. The payment services restructuring plans were
completed in the second and third quarters of 2001. Card issuing
services charges were $69.6 million for the year ended December
31,2000 as a result of downsizing FDE operations due to the loss of
two major customers, reorganization of all levels of the domestic
operations to reflect a new business model concept, loss of a pro-
cessing contract due to a customer eliminating the service offering,
and the consolidation of FDRA facilities and elimination of job
redundancies. The card issuing services restructuring plans were
completed throughoutfiscal 2000 and 2001. All other and corporate
charges were $7.6 million for the year ended December 31, 2000,
due to the closure of two call centers as a result of the loss of a
Teleservices customer contract and consolidation of corporate func-
tions to the Denver office. The all other and corporate restructuring
plans were completed in the second quarter of 2002 and the third
quarter of 2000. These restructuring activities resulted in cost sav-
ings of approximately $85 million.

During 2000, the Company released a prior period card issuing
contract loss reserve of $0.4 million.

During 2001, the Company recorded asset impairment charges
of $14.7 million. Refer to the comparison of 2002 to 2001 for a

detailed description of these charges.

In June 2000, the Company recorded an impairment charge of
$2.8 million related to the loss of a card issuing processing contract
due to a customer eliminating the service offering.

In August 2000, the Company accrued $12.0 million based on
the preliminary settlement of a pending lawsuit pertaining to the
Company’s money transfer business.

During 2001, the Company recorded $184.2 million of nvest-
ment losses. Refer to the comparison of 2002 to 2001 for a detailed
description of these losses.

In December 2000, the Company recorded a $33.6 million
write-down of its investment in Excite@¥ome due to a decline in
the market value that was considered other than temporary.

The Company sold a small technology solutions company and
its in-store branch banking business in January and August 2001,
respectively. There was no gain or loss realized on these salesin 2001.
During 2001, the Company discontinued a collection business,
which resulted in a pre-tax loss of $11.4 million in june 2001 relat-
ing to the closure. The charge included $4.1 million for employee
severance, $2.6 million for facility exit costs and an asset impair-
ment charge of $4.7 million.

During 2001, the Company released prior period divestiture
reserves of $39.6 million related primarily to the Investor Services
Group due to the passage of certain contractual indemnification
provisions. The Investor Services Group was divested in the fourth
quarter of 1999,

In January 2000, the Company completed the sale of its Hogan
Information Services business unit to Dolan Media Company for
cash proceeds of §30.5 million. As a result of this transaction and
the second quarter sale of another small business, the Company
recognized a pre-tax gain of $5.4 million. In September 2000, the
Company signed a letter of intent to sell a small subsidiary and, as
a result, recorded a goodwill impairment charge of approximately
$5.4 million. The sale was completed in January 2001.

In September 2000, FDC completed the merger of its joint
venture, TransPoint, with CheckFree. The merger resulted in
FDC receiving consideration of 6.6 million shares of Checklree
stock and recognizing a pre-tax gain of $186.0 million. The pre-
tax gain reflects a $42 million cash contribution from FDC to
TransPoint immediately prior to the merger.

As a result of the loss of the Teleservices customer contract in
2000, the Company sold the Pensacola facility and recognized a
$3.9 million gain.

During 2000, the Company released prior period divestiture
reserves of §9.2 million related primarily to Donnelly Marketing due
to the passage of certain contractual indemnification provisions.
Donnelly Marketing was divested in the third quarter 1999.

The increase in interest income during 2001 was attributable
to higher cash balances on hand, mainly within the emerging
payments segment.

The increase in interest expense during 2001 was attributable
to a 69% overall increase in average total debt balances, partially
offset by significantly lower interest rates.
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The full year effective tax rate for 2001 was 27.8%, compared
with 29.0% in 2000. The decrease in the effective tax rate in 2001
was primarily attributable to the tax effect of restructuring, impair-
ments, litigation and regulatory settlements, investment gains and
losses and divestitures items caused the effective tax rate for 2001
and 2000 to be lower by 1.2% and higher by 0.4%, respectively.

The increase in minority interest expense in 2001 is attributable to
the retroactive consolidation of CSI.

The increase in equity earnings 1n affiliates in 2001 is
attributable to an increase in earnings with the Company’s merchant
alliances accounted for under the equity method of accounting and
the sale of an equity method investmentin September 2000 that was
incurring losses.

SEGMENT RESULTS

The $2.7 million cumulative effect of a change in accounting
principle in the first quarter of 2001 related to the Company’s adop-
tion of SFAS 133 for its derivative and hedging activities.

Netincome of $871.9 million was down from $929.6 million in
2000. Restructuring, impairments, litigation and regulatory scttle-
ment, divestitures and investment gains and losses, which fluctuate
significantly from period to period, reduced 2001 net income by
$121.8 million compared to the 2000 benefit of $46.0 million.

Diluted earnings per share (“EPS”) decreased 2% t0 $1.10in 2001
compared with $1.12 in 2000. The decrease is due to the items noted
above, partially offset by the impact of treasury stock purchases.

PAYMENT SERVICES Change
2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $2,459.8 $2,132.7 $327.1 15%
Investment income, net 236.5 177.7 58.8 33%
Product sales and other 4.9 4.8 0.1 2%
Equity earnings in affiliates 4.5 — 4.5 —

$2,705.7 $2,315.2 $390.5 17%
Operating profit § 818.1 $ 684.1 $134.0 20%
Pro forma operating profit $ 861.2 $ 7217 $139.5 19%

Transaction and processing service fee revenue improvement
was primarily driven by total Western Union worldwide money
transfer transaction growth, including both consumer-to-consumer
and consumer-to-business transactions.

Money transfer transactions generated 80% and 81% of the seg-
ment’s revenues mn 2001 and 2000, respectively. For 2001,
international, domestic (including Canada) and Mexico consumer-
to-consumer money transfers represented 50%, 23% and 9%,
respectively, of total money transfer revenue. For 2000, internation-
al, domestic (including Canada) and Mexico consumer -to-consumer
money transfers represented 44%, 25% and 12%, respectively, of
total money transfer revenue. The remaining money transfer revenue
is attributable to consumer-to-business money transfer transactions.
International money transfer revenue includes U.S. outbound
transactions destined for foreign countries other than Mexico.
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For 2001, consumer-to-consumer money transfer transactions
grew 25% to 55.8 million from 44.6 million in 2000. International
money transfers drove much of this growth. Revenue for interna-
tional money transfers {a transfer either sent to or received from an
international location other than Mexico and Canada) grew 32%
with transaction growth of 43% for 2001 compared with 2000.
Assuming a constant exchange ratio between the euro and the US,
dollar, international money transfer revenues would have increased
by 34%. International money transfer revenue represented approx-
imately 40% and 35% of the total paymentservices segment revenue
for 2001 and 2000, respectively. Consumer-to-business transactions
also contributed to the revenue growth, but to a lesser extent.

The increase in transactions is enhanced by the growth in the
agent base, which increased 19% during 2001, to approximately
120,000 worldwide agent locations.

Prepaid stored-value transactions grew 67% in 2001. Growth
in this market was driven by new customer signings with ValueLink.
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The increase in investment income in 2001 is primarily due to
average investable balances growing 26%, lower short-term rates,
which resulted in lower commissions paid to selling agents, and
incremental realized gains of $22.1 million on the liquidation of cer-
tain portfolio investments. These benefits were offset by lower yields
on certain investments and realized losses on derivative instruments
used to hedge commissions paid to selling agents. The investment
portfolio balance is driven largely from sales of official checks by
selling agents. Payment services reports investment income and oper-

ating profit on a pre-tax equivalent basis (L.e., as if investment earn-
ings on settlement assets, which are substantially all nontaxable,
were fully taxable at FDC’s marginal tax rate). The revenue and
income reported in payment services related to the aforementioned
pre-tax equivalent basis is eliminated upon consolidation.
Operating profits (on a pre-tax equivalent basis) increased due
to the transaction and processing service fee and investmentincome
growth described above, partially offset by price reductions in cer-
tain markets and increased promotional and advertising spending,

MERCHANT SERVICES Change
2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $1,393.0 $1,064.6 $328.4 351%
Check verification and guarantee services 342.1 325.0 17.1 5%
Investment income, net 23.0 22.1 0.9 4%
Professional services 6.5 5.2 1.3 25%
Software licensing and maintenance 3.8 — 3.8 —
Product sales and other 263.2 155.4 107.8 69%
Equity earnings in affiliates 2227 201.4 21.3 11%
Interest income 1.7 2.2 (0.5) (23)%

$2,256.0 $1,775.9 $480.1 27%
Operating profit $ 591.2 $ 516.3 $ 74.9 15%
Pro forma operating profit $ 666.5 $ 5784 $ 88.1 15%

Transaction and processing service fee growth was driven by
growth in both the dollar volume and the number of transactions
processed, including strong growth in the PIN-based debit market
and growth from business acquisitions. North America merchant
dollar volume and transactions grew 9% and 10%, respectively, over
2000 with North America merchant dollar volume and transactions
increasing to $491.1 billion and 8.8 hillion, respectively, in 2001.

Core merchant businesses, which contributed 79% of total
transaction and processing revenue, including the NYCE business,
are the primary drivers of fransaction and processing service fee
growth. Revenue from these core businesses grew 28% from $860.1
million in 2000 to $1,103.5 million in 2001. The consolidation of
CSI, whose results were included in equity earnings in 2000, con-
tributed 18% to the growth. WYCE, which the Company acquired in
August 2001, contributed approximately another 6% to the core
transaction and processing service fee growth for the segment.
Without the benefit of the GSI consolidation and the NYCE acqui-
sition, the core transaction and processing services fee revenue
growth was approximately 4% for 2001,

Check verification and guarantee services revenue growth in
2001 was attributable to growth in ECA products.

Investmentincome remained constantin 2001, as the increase in
investable balances was offset by declining interest rates.

The increase in professional services revenue in 2001 was attrib-
utable to merchant services performing certain services for some of
the unconsolidated merchant alliances during 2001.

The increase in product sales and other revenues in 2001 was
attributable to an $83.8 million increase in product sales, mostly
point-of-sale devices, due mainly to the March 2001 acquisition of
TASQ and an $18.6 million increase in royalty income.

The increase in equity earnings in affiliates in 2001 is primarily
attributable to increased earnings with the Company’s merchant
alliances, partially offset by the impact of consolidating the results of
CSI retroactive to January 1, 2001.

Operating profits grew slower than revenues for 2001 due to acqui-
sitions with lower margins, the minority interest expense associated
with NYCE and CSI and an increase in uncollectible guaranteed
checks in the TeleCheck business. The merchant services segment
continues to experience benefits from the continuation of cost-
reduction initiatives, which partially offset the items noted above.
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CARD ISSUING SERVICES

Change

2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $1,386.4 $1,446.8 $(60.4) #)%
Professional services 535.8 325 23.3 72%
Software licensing and maintenance 13.6 — 13.6 —
Product sales and other 39.7 0.2 39.5 NM
Reimbursable postage and other 466.6 4405 26.1 6%
Equity earnings in affiliates 0.4 — 0.4 —
Interest income 1.1 0.9 0.2 22%

$1,963.6 $1,920.9 $42.7 2%
Operating profit § 346.6 § 307.1 $39.5 13%
Pro forma operating profit $ 366.0 $ 3235 $425 13%

The decrease in transaction and processing service fees in 2001
was attributable to reduced pricing on contract renewals and
certain deconversions in 2001 partally offset by the increase in card
accounts on file. Card accounts on file at December 31, 2001 were
approximately 312 million (a 1% increase from 2000) with domes-
tic card accounts growing to approximately 294 million (4% growth)
and international card accounts decreasing to approximately 18
million (35% decline). The decline in international card accounts on
file and associated revenue resulted from the deconversion of the
Rovyal Bank of Scotland and National Westminster Bank accounts.

Professional services revenue was comprised of custom pro-
gramming services. The increase in 2001 was attributable to the
acquisition of PaySys in April 2001, which accounted for §21.0
million of the increase.

Software licensing and maintenance revenue in 2001 was
attributable to maintenance fees associated with PaySys’
Vision PLUS software.

The increase in product sales and other revenues in 2001 was
atrributable to contract termination fees of $36.8 million received in
2001. No significant termination fees were received i 2000.

The increase in reimbursable postage and other is attributable to
increased postage rates in January 2001 and mailing volumes.

Operating profit for the card issuing services segment increased
largely due to contract termination fees. The negative impact of
client and card mix noted above was offset by cost savings from
Six Sigma initiatives, as well as workforce reductions in 2000 and
productivity Improvemennts.

EMERGING PAYMENTS Change
2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $71.4 $70.3 $ 11 2%
Professional services 6.2 3.3 2.9 88%
Software licensing and maintenance 6.0 — 6.0 NM
Interest income 7.2 1.3 5.9 NM

$90.8 $74.9 3159 21%
Operating profit (loss) $(11.8) $ 53 $(17.1) NM
Pro forma operating profit (loss) $(11.5) $ 5.3 $(16.8) NM
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Transaction and processing service fees remained relatively
consistent for 2001 and relate to govONE’s core tax payment pro-
cessing operations.

The increase in professional service revenue in 2001 was due to
govONE having performed additional services in 2001 for certain
governmental entities.

The increase in software licensing and maintenance revenue in
2001 was attributable to the acquisitions of Taxware and Encorus,
acquired in August 2001 and November 2001, respectively.

The increase in interest income in 2001 was due to the invest-
ment of the cash contribution made in November 2000 for the
formation of eONE.

The operating loss for 2001 resulted from the increased spend-
ing in 2001 over 2000 for the establishment of a core management
team, the operating losses of Encorus, and increased spending on
e-commerce initiatives.

ALL OTHER AND CORPORATE Change
2001 2000 Amount Percentage

REVENUES
Transaction and processing service fees $ 89.1 $141.4 $(52.3) (37%
Professional services 2.7 3.0 (0.3) (10)%
Equity earnings in affiliates (1.8 (0.8 (1.0 (125)%
Interest income 16.4 15.5 0.9 6%

$106.4 $159.1 $(52.7) (33)%
Operating loss $ (40.8) $(15.2) $(25.6) (168)%
Pro forma operating loss $ (40.9) $(15.6) $(25.3) (162)%

Transaction and processing service fees declined in 2001 as a
result of lost business and a decrease in volume with existing clients
at Teleservices and Call Interactive.

The operatingloss is mainly attributable to increased spending on
certain corporate initiatives, the loss of a significant contract at
Teleservices, spending on the development of MoneyZap and oper-
ating losses relating to Achex, which was acquired in July 2001.

ECONGMIC FLUCTUATIONS

Although FDC cannot precisely determine the impact of inflation on
its operations, the Company does not believe that it has been signif-
icantly affected by inflation. For the most part, the Company has
looked to operating efficiencies from scale and technology, as well as
decreases in technology and communication costs to offset increased
costs of employee compensation and other operating expenses. In
addition, a portion of FDC'’s service revenues are based on a percent-
age of dollar volume processed, partially insulating operating margins
on these services from the effects of inflation.

¥DC’s business is somewhat insulated from economic fluctua-
tions due to recurring service revenues from long-term relationships.
Merchant services segment revenues are largely driven by the num-
ber of transactions (and, to a lesser degree, dollar volumes) processed
by the Company; therefore, this segment is the least insulated from
economic slowdowns, Continued sofiness in consumer spending
could negatively impact the financial performance of this segment.
Counterbalancing this negative impact is consumers’ increased use
of credit, debit, and stored-value cardsin place of cash and checks,
although decreased use of checks could negatively affect TeleCheck’s

business. Other trends in consumer spending, along with changes in
the mix of merchant customers, can have an effect on the Company’s
merchant services business. For example, a significant increase in the
number or dollar volume of transactions processed by the segment
for large, national merchants could reduce the Company’s profit
margins. An economic slowdown also might cause an increase in
merchant credit deterioration that could pose a further financial risk
for this segment. The Company actively monitors merchant credit
status and manages merchant credit risk pursuant to established
policies and procedures, which include obtaining collateral from
certain merchants. Any future catastrophic event, similar to the
events of September 11, 2001, also could impact merchant credit
quality, transaction volumes and/or revenues.

Payment services is exposed to credit risk with its agents and
investments in its settlement asset portfolio. Agent credit risk results
when an agent does not or is unable to remit funds to the Company.
The Company has processes in place to monitor its agents’ financial
condition and performance to limit its exposure. Agents identified
as high risk are more closely monitored. In certain instances, the
Company obtains collateral from agents to mitigate credit exposure.

Payment services also manages an investment portfolio associat-
ed with its settlement assets. These investments are of a fiduciary
nature and are managed under the tight constraints of state banking
regulations, which require that these assets be invested in high-quali-
ty investments carrying a single A or better credit rating from S&P or
Moody’s. Periodically, the Company’s Investment Committee will
review the quality of the portfolio taking into account any potential
effect of a weakening economy.
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The Company will sell certain investments to reposition the pro-
file of the portfolio as it pertains to attributes such as credit quality,
sector and asset/liability management objectives. At December 31,
2002, 99% of the payment services portfolio was invested in AA or
above-rated securities.

Portions of the Company’s businesses are seasonal. FDC’s
revenues and earnings are favorably affected by increased card and
check volume during the holiday shopping period in the fourth
quarter and, to a lesser extent, during the back-to-school buying
period in the third quarter.

CAPITAL RESOURCES AND LIQUIDITY

FDC continues to generate significant cash flow from operating
activities, aggregating approximately $1.9 billionin 2002, $1.4 bil-
lion in 2001 and $1.2 billion in 2000. Cash flow from operations
increased $505.1 million in 2002 over 2001 and $226.5 million in
2001 over 2000. The 2002 operating cash flow was primarily
produced from net income of $1,237.9 million, adjusted for depre-
ciation and amortization expense of $538.5 muillion and non-cash
items totaling $154.5 million. These 2002 operating inflows were
partially offset by an outflow of $18.1 millionrelated to working cap-
ital items. The 2001 operating cash flow was primarily produced
from net income of $871.9 million, adjusted for depreciation and
amortization expense of $638.4 million and non-cash items total-
ing $240.3 million. The 2001 operating inflows were partially offset
by an outflow of $342.9 millionrelated to working capitalitems. The
2000 operating cash flow was produced from net income of
$929.6 million, adjusted for depreciation and amortization
expense of $588.8 million offset by non-cash items totaling $122.4
million and working capital outflows totaling $214.8 million.

The working capital items include “accounts receivable,”
“other assets” and “accounts payable and other liabilities” on the
Consolidated Balance Sheets. The changes in these balance sheet
line items are primarily attributable to acquisitions made in the
current year as well as operating activities. The increase in “accounts
payable and other liabilities” is also attributable to dertvative hedg-
ing instruments. Changes in the fair values of these instruments are
primarily recorded in the “other comprehensive income” component
of stockholders’ equity and such changes are not included in the
computation of cash flow from operations.

FDC utilized the cash flow from operating activities primarily to
reinvest in its existing businesses, to fund acquisitions and to fund
treasury stock purchases. FDC reinvests cash in its existing busi-
nesses primarily to expand its processing capabilities through
property and equipment additions and to establish customer
processing relationships through initial payments for contracts,
conversion costs and systems development. Capitalized amounts for
these cash outlaystotaled $418.3 million, $365.9 million and $292 .4
million in 2002, 2001 and 2000, respectively. Amounts capitalized
for property and equipment primarily relate to electronic data pro-
cessing equipment, building and improvements and other equipment
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including terminals and production equipment. The following table
discloses amounts capitalized related to customer contracts, con-
version costs, systems development and other intangible assets. The
majority of amounts capitalized for systems development in 2002
relate to the multi-year plan in the card issuing services segment,
which was substantially completed by year-end from a development

perspective.

December 31, 2002 2001 2000

(in millions)

Customer contracts $ 53.8 $ 60.4 $ 29.2

Conversion costs 36.2 38.8 40.0

Systems development 115.9 79.0 74.2

Other intangible assets 0.5 0.6 0.2
$206.4 $178.8 $143.6

Overall, FDC’s operating cash flow exceeded its investing activ-
ities associated with additions to property and equipment and
capitalized contract and systems development costs by $1,494.5
million in 2002, $1,041.8 million in 2001 and $888.8 million in
2000. These cash sources contributed to funds utilized for payments
related to businesses previously acquired, business acquisitions and
treasury stock purchases.

Cash outlays for acquisitions totaled $619.4 million in 2002,
$954.5 million in 2001 and $52.9 million in 2000. The Company
finances acquisitions through a combination of internally generated
funds and short-term commercial paper borrowings. The Company
believes that its cash flow from operations together with other
available sources of funds will be adequate to meet its funding
requirements (refer to Note 3 of the Consolidated Financial
Statements for a discussion of business combinations).

The Company paid $208.1 million, $32.9 million and $47.3
million in 2002, 2001 and 2000, respectively, related to prior year
acquisitions, which in 2002 consisted primarily of the payment of
a promissory note related to the December 2001 acquisition of
CSI. The remainder for 2002 and prior years related to funding of
a merchant alliance as well as contingent payments related to pre-
vious acquisitions.

The Company received $79.3 million in net proceeds from
other investing activities in 2002 compared with net cash outlays of
$153.3 million in 2001 and net proceeds of $5.1 million in 2000.
The source of cash in 2002 relates to the change in regulatory cash
requirements, the maturity of investments as well as the sale of a
portion of the Company’s investment in CheckFree stock. The use
of cash in 2001 results from the change in regulatory cash require-
ments as well as the purchase of investments. The source of cash in
2000 is due to the change in regulatory cash requirements offset by
the purchase of investments.

The Company’s financing activities include net proceeds and
cash outlays related to the issuance and paydown of commercial
paper. The Company had net proceeds of $71.5 million in 2002,
net cash outlays of $578.4 million in 2001 and net proceeds of
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$348.6 million in 2000. The commercial paper balance outstanding
as of December 31, 2002 and 2001 was $349.9 million and $278.4
million, respectively.

The Company’s financing activities in 2001 included the issuance
of $542 million of 2% Senior Convertible Contngent Debt Securities
due 2008 (“CODES”) which generated net cash proceeds of approx-
imately $535 million. The securities are contingently convertible into
approximately 13.2 million shares, at $40.95 a share, once certain con-
ditions are satished based upon the trading price of the Company’s
common stock at a premium and/or the CODES. In addition, the
Company issued $650 million of 4.70% Senior Notes due 2006 and
$650 million of 5.625% Senior Notesdue 201 1, which generated $646
million and $644 million, respectively, of proceeds to the Company.

A change in one of the Company’s credit ratings could result
in higher borrowing rates for its commercial paper program and
any future debt issuances. The Company closely monitors the
factors that influence such ratings and works with the respective
credit rating agencies to maintain its credit ratings. The Company
also has entered into debt agreements that require the Company
to maintain a minimum interest coverage ratio of 2.5 to 1 and sat-
isfy certain other restrictive covenants as discussed in Note 9 to the
Consolidated Financial Statements. The Company’s current
interest coverage ratio is approximately 15 to 1. The Company
expects to continue to comply with all of its debt covenants.
However, such continued compliance cannot be assured.

The following table presents stock repurchase programs authorized by the Board of Directors from 1999 through 2002, disclosing total

shares purchased under each program and the associated cost:

2002 2001 2000

Shares® Cost Shares"! Cost Shares® Clost

(in millions)
$750 million, authorized July 1999 — — — — 12.1 § 265.1
$1 billion, authorized May 2000 — — 5.9 $163.5 36.2 836.5
$500 million, authorized December 2000 — — 16.8 500.0 — —
$700 million, authorized September 2001 14.1 $512.8 6.1 187.2 — —
$500 million, authorized May 2002 1.1 38.3 — — — —
15.2 $551.1 28.8 $850.7 48.3 $1,101.6

{a) Share amounts have been retroactively restated for all periods io reflect the impact of the stock split.

Additionally, the Company purchased $298.0 million, $467.8
million and $408.2 million of treasury stock in 2002, 2001 and 2000,
respectively, for issuance upon the exercise of stock options and
share issuances under the Company’s employee stock purchase plan.

Significant non-cash transactions in 2002 included a $33.3 mullion
note that was converted into 1.83 million shares. In addition, the
Company entered into $33.2 million in capital lease agreements in
2002 to finance the purchase of equipment and software. There
were no material non-cash transactions in 2001 or 2000.

FDC has remaining available short-term borrowing authoriza-
tion of approximately $1.7 billion at December 31, 2002 under the
Company’s commercial paper program, extendable commercial
note program and uncommitted bank credit lines. The Company
filed a shelf registration in the first quarter of 2001, providing for the
issuance of up to $1.5 billion of debt and equity securities of the
Company, of which $200 million was available at December 31,
2002. The Company has another shelf registration providing for the
issuance of approximately 10 million shares of the Company’s com-
mon stock in connection with certain types of acquisitions, of which
approximately 10 million shares are available at December 31, 2002.

Highly liquid investments (other than those included in settle-
ment assets) with original maturities of three months or less (that are
readily convertible to cash) are considered to be cash equivalents and
are stated at cost, which approximates market value. ATM operating
cash includedin cash and cash equivalents at December 31, 2002 and
2001 was $233.4 million and $85.3 million, respectively. Excluded
from cash and cash equivalents at December 31, 2002 and 2001 was
$160.5 million and $126.8 million, respectively, of regulatory
required investments in connection with the money transfer opera-
tions and $70.0 million and $70.0 million, respectively, of required
investments in connection with FDC’s merchant card settlement
operations. At various times, amounts classified as cash and cash
equivalents are required to be held in order to meet certain covenants
associated with the official check business. At December 31, 2002
and 2001, no amounts were required to be held to satisfy the
covenants. Also excluded from cash and cash equivalents were
escrow funds of $27.7 million and $16.3 million at December 31,
2002 and 2001, respectively. The escrowed funds relate primarity to
installment payments on acquisitions and a money transfer litigation
settlement. The amounts excluded from cash and cash equivalents
are included in “other assets” in the Consolidated Balance Sheets.
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As an integral part of FDC’s payment instrument services, FDC
receives funds from instruments sold in advance of settlement with
payment recipients. These funds (referred to as “settlement assets” on
FDC’s Consolidated Balance Sheets) are not utilized to support the
Company’s operations. However, the Company does have the oppor-
tunity to earn income from investing these funds. The Company
maintains a portion of its settlement assets in highly liquid invest-
ments (classified as cash equivalents within settlement assets) to fund
settlement obligations.

The Company believes that its current level of cash and short-
term financing capability along with future cash flows from operations
are sufficient to meet the needs of its existing businesses. However,
the Company may from time to time seek longer-term financing to
support additional cash needs or reduce its short-term borrowings.

Other than facility and equipment leasing arrangements, the
Company does not engage in off-balance sheet financing activities.
FDC entered into two synthetic operating leases during 2001. A
synthetic lease is a form of operating lease wherein a third-party
lessor funds the acquisition or construction costs relating to one or
more properties to be leased to a lessee. The lessor is the owner of
the leased property and must provide at least 3% of the required
funds in the form of at-risk equity. The lessor generally borrows the
balance of the funds necessary to fund the acquisition or construc-
tion. For the synthetic leases entered into by the Company, the
lessor’s borrowings were from parties unrelated to FDC. The syn-
thetic operating leases were entered into to give FDC favorable
financing arrangements with regard to the facilities subject to the

leases. Rent expense related to the synthetic leases was §2.3 million,
$6.8 million and $8.0 million in 2002, 2001 and 2000, respectively.

The Company entered into two synthetic operating leases
during 2001. The first synthetic operating lease of $95 million was
used to refinance existing synthetic operating leases for five existing
properties occupied by FDC. The synthetic operating lease is for a
five-year period and is renewable for two five-year periods at the
option of FDC. The second synthetic operating lease of $25 million
was entered into to fund the construction of a new office building,
This lease is for a five-year occupancy period after construction
and 15 renewable for one year at FDC’s option. During 2002, the
Company terminated the construction contract for the new office
building. The Company expensed approximately $1.9 million in
construction costs and termination fees under this contract. The
Company is currently assessing its alternatives for the $25 million
synthetic operating lease. Under both leases, FDC has the option to
renew the leases, purchase the property or sell the properties under
the leases to a third party. Furthermore, FDC has guaranteed an
$80.8 million residual value of the underlying properties to the
lessor. FDC must maintain compliance with certain restrictive
covenants consistent with the Company’s borrowings. As of
December 31, 2002, the Company was in compliance with these
restrictive covenants.

In connection with certain business combinations, lease agree-
ments, bankcard association agreements and agent settlement
agrecments, the Company has $54.3 million in letters of credit,
most of which expire in 2003.

The Company’s Contractual Obligations as of December 31, 2002 are as follows:

Payments Duc by Period

Contractual Obligations Total Less than 1 year 1-3 years 4-5 years After 5 years
fin millions)
Debt $3,058.7 $551.2 $330.0 $896.5 $1,281.0
Capital lease obligations 37.9 215 16.4 — —
Operating leases * 383.7 90.3 129.6 79.6 84.2
Unconditional purchase obligations 5.9 5.9 — — —
Other obligations 9.0 — 9.0 — —
$3,495.2 $668.9 $485.0 $976.1 $1,365.2

¥ Does not include guaranteed residual value of 880.8 million associated with synthetic operating leases.
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CRITICAL ACCOUNTING POLICIES
RESERVE FOR MERCHANT CREDIT LOSSES AND CHECK GUARANTEES

The merchant services segment conducts its business through both
consolidated subsidiaries and alliances accounted for under the
equity method. Under the rules of the credit card associations, the
Company and/or its alliance partnerships have certain contingent
liabilities for credit card transactions acquired from merchants. This
contingent liability arises in the event of a billing dispute between
the merchant and a cardholder thatis ultimately resolved in the card-
holder’s favor. In such a case, the Company or the alliance charges
the transaction back (“chargeback”) to the merchant and the dis-
puted amount is credited or otherwise refunded to the cardholder. If
the Company or alliance is unable to collect this amount from the
merchant, due to the merchant’s insolvency or other reasons, the
Company or alliance will bear the loss for the amount of the refund
paid to the cardholder. In most cases, this contingent liability situa-
tion is unlikely to arise hecause most products or services are
delivered when purchased, and credits are issued by the merchant
on returned items. However, where the product or service is not
provided until some time following the purchase, the contingent
liability is more likely. The Company mitigates its risk by obtaining
collateral from merchants considered higher risk because they have
a time delay in the delivery of services, operate in industries that
experience chargebacks or are less creditworthy.

The credit loss exposure is within the scope of the initial recogni-
tion and initial measurement provisions of Financial Accounting
Standards Board (“FASB”) Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Incebtedness of Others” (“FIN 45”). Being
within the scope of FIN 45 means the Company is required to recog-
nize a liability (such as a credit loss reserve) in the amount of the fair
value of what s considered a guarantee to the consumer in the event the
merchantis unable to perform as described above. The liability in the
amountof the fair value of the guarantee isrequired to be maintained
until the settlement or expiration of the guarantee for transactions
occurring after December %1, 2002. As noted above, the credit risk is
partially mitigated by the collateral the Company obtains from those
merchants considered at risk. During the vears ended December 31,
2002,2001 and 2000, the Company and its alliances incurred aggre-
gate credit losses of $39.8 million, $67.6 million and $23.9 million,
respectively, on $562.5 billion, $491.1 billion and $451.7 billion,
respectively, of aggregate bankcard dollar volume processed. At
December 31, 2002 and 2001, the Company and its alliances had
$367.3 million and $267.7 million, respectively, in cash collateral and
$56.0 million and $42.2 million of collateral in the form of letters of
credit. The Company also has other forms of less liquid collateral.
The $194.7 million and $91.8 million of cash collateral attributable
to consolidated subsidiaries are included in “settlement assets” and
“settlement obligations” on the Consolidated Balance Sheets at
December 31, 2002 and 2001, respectively. The Company believes
that, based on its historical experience, ongoing credit risk assessments

and the collateral held, the fair value of the guarantee would not be
materially different from the credit loss reserves discussed below:

The credit loss reserve recorded on the Company’s Consolidated
Balance Sheets only relates to the business conducted by its con-
solidated subsidiaries. The credit loss reserves for unconsolidated
alliances are only recorded in the alliances’ financial statements.
The Company has not recorded any reserves for estimated losses in
excess of reserves recorded by the unconsolidated alliances nor has
the Company identified needs to do so. At December 31, 2002 and
2001, the Company and its consolidated and unconsolidated
alliances had aggregate merchant credit loss reserves of $27.6
million and $53.2 million, respectively. The foregoing disclosure
presents merchant credit loss reserves in the aggregate without
regard to whether the reserve relates to merchant contracts held by
entities consolidated by the Company or alliances accounted for
under the equity method. The amount of reserve attributable to
entities consolidated by the Company was $17.9 million and $19.1
million at December 31, 2002 and 2001, respectively. This reserve
isincluded in the “allowance for doubtful accounts” component of
“accounts receivable” on the Consolidated Balance Sheets.

The credit loss reserves, both for the unconsolidated alliances
and the Company, are comprised of amounts for known losses and
a provision for losses incurred but not reported (“IBNR”). Credit loss
reserves are primarily determined by performing a historical analy-
sis of chargeback loss experience. Other factors are considered that
could affect that experience in the future. Such items include the gen-
eral economy and economic challenges in a specific industry (such as
the travel industry after September 11, 2001) or those affecting cer-
tain types of clients. Once these factors are considered, the Company
or the unconsolidated alliance establishes a rate (percentage) that is
calculated by dividing the expected chargeback (credit) losses by
dollar volume processed. This rate is then applied against the dollar
volume processed each month and charged against earnings. The
resulting accrual balance is then compared to requirements for
known losses and estimates for IBNR items. Historically, such an
estimation process has proven to be materially accurate.

The majority of TeleCheck’s business involves the guarantee of
checks received by merchants for a period of 90 days from the check
date. Upon obtaining approval from TeleCheck to accept the check,
the merchant will deposit the check in its bank account. TeleCheck
earns a fee for each check it guarantees, which is generally deter-
mined as a percentage of the check amount. This fee is recognized as
revenue at the time TeleCheck guarantees the check. If the check is
returned, TeleCheck is required to purchase the check from the mer-
chant at its face value and pursue collection from the check writer. At
that time TeleCheck recognizes revenue, based on recent past his-
tory, a provision for estimated check returns net of anticipated
recoveries is recorded. The estimated check returns and recovery
amounts are subject to the risk that actual amounts returned and
recovered in the future may not be consistent with recent past history.
At December 31, 2002 and 2001, the Company had accrued war-
ranty and accrued recovery balances of $22.9 million and $56.0
million, and $28.3 million and $55.4 million, respectively. Accrued
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warranties are included in “accounts payable and other liabilities” on
the Consolidated Balance Sheets and accrued recoveries are includ-
ed in “accounts receivable.”

In light of FIN 45, with regards to TeleCheck’s guarantee busi-
ness, the Company will be required to maintain a liability for each
check guarantee (and correspondingly defer revenue) in the amount
of the fair value of the guarantee until the settlement (the check
clears or is presented to TeleCheck) or expiration of the guarantee
for transactions occurring after December 31, 2002. An incremen-
tal liability of $5.6 million would have been recorded at December
31, 2002 had FIN 45 been effective. The majority of the guarantees
are typically settled within 10 days of the transaction and virtually
all guarantees are settled within 30 days. The aggregate face value
of all checks guaranteed during the years ended December 31,
2002, 2001 and 2000 was $23.7 billion, $21.8 billion and $20.0 bil-
lion, of which $287.7 million, $295.8 million and $230.7 million,
respectively, were returned to merchants and presented to
TeleCheck. The Company incurred $77.5 million, $75.8 million
and $59.7 million in warranty losses, net of recoveries from check
writers, for the years ended December 31, 2002, 2001 and 2000,
respectively. The maximum potential future payments under the
guarantees was approximately $1.5 billion at December 31, 2002.

DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses derivative instruments primarily to hedge the risk
associated with fluctuations in the Treasury-bill rate-based comumis-
sions payable to official check agents. To a much lesser extent, the
Company uses derivative instruments to hedge foreign exchange rate
risk related to foreign currency denominated revenues and firm com-
mitments, and certain other risks. As required, such instruments are
reflected in the Company’s Consolidated Balance Sheets. These
derivatives qualify for hedge accounting. The Company does not
participate in speculative derivatives trading. While the Company
expects that its derivative instruments will continue to meet the con-
ditions for hedge accounting, if hedges did not qualify as highly
effective or if the Company did not believe that forecasted transac-
tions would occuy, the changesin the fair value of the derivatives used
as hedges would be reflected in earnings. The Company does not
believe it is exposed to more than a nominal amount of credit risk in
its hedging activities, as the counterparties are established, well-cap-
italized financial institutions,

CAPITALIZED COSTS

FDC capitalizes initial payments for contracts and conversion costs
associated with customer contracts and system development costs.
Capitalization of such costs is subject to strict accounting policy
criteria and requires management judgment as to the appropriate
time to initiate capitalization. Capitalization of initial payments for
contracts and conversion costs only occurs when management is sat-
isfied that such costs are recoverable through future operations,
minimums and/or penalties in case of early termination. Capitaliz-
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ation of internally developed software, primarily associated with
operating platforms, occurs only upon management’s estimation that
the likelithood of successful development and implementation reach-
es a probable level. Currently unforeseen circumstances in software
development could require the Company to implement alternative
plans with respect to a particular effort, which could result in the
impairment of previously capitalized software development costs.

The Company’s accounting policy is to limit the amount of
capitalized costs for a given contract to the lesser of the estimated
ongoing future cash flows from the contract or the termination fees
the Company would receive in the event of early termination of the
contract by the customer. The Company’s entitlement to termination
fees may, however, be subject to challenge if a customer were to
allege that the Company was in breach of contract. This entitle-
ment is also subject to the customer’s ability to pay.

Card issuing services made substantial progress in its multi-year
system redesign of the North American Card System with several
major system upgrades and enhancements being installed during
2002 and February 2003. Ongoing client specific system develop-
ment is scheduled in 2003, supporting growth in cardholder
account conversions. Any unexpected delay in contracted client
specific system development could postpone certain conversions
scheduled for 2003 and affect the segment’s revenue.

The Company had aggregate net book values for initial pay-
ments for contracts, conversion costs and software development of
$193.7 million, $182.8 million and $176.7 million, respectively, at
December 31, 2002 and $183.0 million, $191.0 million and $146.7
million, respectively, at December 31, 2001.

INVESTMENT SECURITIES

The Company has investments in the equity securities of both
public and private companies where it does not have the ability
to exercise significant influence over the investee’s business. Invest-
ments in public companies are carried at fair value based on quoted
market prices with changes in fair value recorded through the “other
comprehensive income” component of stockholders’ equity.
Investments in private companies are recorded at cost.

In the case of either investment type, declines in the fair value of
the investments are reviewed to determine whether they are other
than temporary in nature. Declines in value that are judged to be
other than temporary in nature are recognized in the Consolidated
Statements of Income. For public company investments, absent any
other indications of a decline in value being other than temporary
in nature, the Company’s policy is to treat a decline in the investment’s
quoted market value that has lasted for more than six months as an
other than temporary decline in value. The Company’s policy is the
same for private company investments, however, their fair values are
estimated. In estimating fair value, the Company considers market
conditions, offering prices, trends of earnings/losses, price multiples,
financial position, new financing and other key measures. The
Company believes its estimates result in a reasonable reflection of
the fair values of these investments.
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At December 31, 2002 and 2001, the Company’s investments
in publicly traded and private companies were $114.9 million and
$53.0 million, respectively and $230.8 million and $54.1 million,
respectively. During 2002, the Company recorded impairment
charges of $8.9 million related to other than temporary declines in
the fair value of its investments. These charges were offset by a gain
of $9.6 million on the sale of shares of CheckFree common stock.
The majority of the impairment charges were for investments in
private companies, primarily investments of eONE in e-commerce
businesses. During 2001, the Company recorded investment
impairment charges of $184.2 million. The largest component of
these charges, $142.8 million, related to the write-down of the
Company’s investment in CheckFree. The rest of the charges relat-
ed to the write-down of $9.2 million for the Company’s investment
in Excite@Home and $32.2 million for investments in private com-
panies, primarily investments of ¢ONE in e-commerce businesses.
These gains and losses are classified within the “investment gains
and (losses)” caption in the Consolidated Statements of Income.

TRANSACTIONS WITH RELATED PARTIES AS DEFINED BY SFAS NO.57

A substantial portion of the Company’s business within the mer-
chant services segment is conducted through merchant alliances.
These alliances are joint ventures between the Company and
financial institutions. No directors or officers of the Company have
ownership interests in any of the alliances. The formation of these
alliances generally involves each of the Company and its partner
contributing contractual rerchant relationships to the alliance and
a cash payment from one partner to the other to achieve the desired
ownership percentage for cach partner. Concurrent with the nego-
tiations surrounding this process, the Company and its partner
negotiate a long-term processing services agreement. This agree-
ment governs the Company’s provision of transaction processing
services to the alliance. The Company may own a majority interest
m and have management control over the alliance, in which case
the alliance’s financial statements are consolidated with those of the
Company. If the alliance is not consolidated it is accounted for
under the equity method. In the case of alliances accounted for
under the equity method, the Company has two income streams
from these alliances—its share of the alliance’s net income, which
is re-flected in “equity earnings in affiliates” in the Consolidated
Statements of Income, and the processing fees it charges to the
alliance, which are included in “transaction and processing service
fees” in the Consolidated Statements of Income. The Company’s
recognition of processing service fees as revenue is concurrent with
the alliance’s recognition of the fee as an expense. The processing fees
are based on transaction volumes and unit pricing as contained in the
processing services agreement negotiated with the alliance partner.
Based upon the fact that the Company negotiated all agreements
with each alliance partner, all transactions between the Company and
its alliances were conducted at arms length. SFAS No. 57, “Related
Party Disclosures,” however, defines a transaction between a Company

and an investee accounted for under the equity method to be a related
party transaction requiring separate disclosure in the financial state-
ments, which the Company has provided.

The ¢eONE business was formed in November 2000 by the
Company and iFormation Group. iFormation Group is a partner-
ship of The Boston Consulting Group, General Atlantic Partners,
LLC and the Goldman Sachs Group. Atthe time eONE was formed,
the Company contributed assets having a fair value of approxi-
mately $360 million, iFormation Group contributed $120 million in
cash, and the Company and iFormation also committed approxi-
mately $100 million in cash, proportionate to their ownership levels,
for future business development. At December 31, 2002, $95 million
remains under this committment. The Company owns the majority
of the outstanding equity in eONE. Henry C. Duques, James D.
Robinson II1, and Charles T. Russell, directors of the Company, are
members of the Board of Directors of ¢ONE. Garen K. Staglin, a
director of the Company until his resignation on March 6, 2002, also
is a director and Chief Executive Officer of eONE and the owner of
4,221,657 Class BCommon Limited Partnership Interestsin cONE.
The Company and its subsidiaries are involved from time to time
in transactions with eONE and its subsidiaries. The Oversight
Committee of the Board of Directors reviews these transactions to
confirm that procedures established by the Oversight Committee
were followed, which procedures are intended to ensure that the
transactions are commercially reasonable and fair to the Company.

The Company has investments in investment funds managed by
a member of the Board of Directors. The Company also pays an
annual management fee to the fund. Such investment was made with
the approval of the Board and is of such amount that is not consid-
ered material to the Company. The funds, managed by a member of
the Board of Directors noted above, held a 22% ownership interest
in a company that was acquired by FDC during 2001. The fund
received the same per share rate as other nonafhiliated shareholders.
Additionally, one of the investment funds and the Company both
hold minority equity interests in e-Duction Inc.

NEW ACCOUNTING PRONOUNCEMENTS

SFAS No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets” (“SFAS 144”) supercedes Statement No. 121
“Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of” (“SFAS 1217). SFAS 144
retains the basic requirements of SFAS 121 regarding when to
record an impairment loss and provides additional guidance on
how to measure an impairment loss. SFAS 144 excludes goodwill
and intangibles not being amortized from its scope. SFAS 144
also supercedes the provisions of Accounting Principles Board
(“APB”) Opinion No. 30, “Reporting the Results of Operations,”
pertaining to discontinued operations. This statement is effective
for the Company beginning January 1, 2002. The implementation
of SFAS 144 did not have an effect on the Company’s financial
position, results of operations or liquidity.
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SFAS No. 146, “Accounting for Costs associated with Exit or
Disposal Activities” (“SFAS 146”) addresses the recognition, meas-
urement, and reporting of costs that are associated with exit and
disposal activities and nullifies EITF 94-3, “Liability Recognition
for Certain Employee Termination Benefits and Other Costs to exit
an Activity (including Certain Costs Incurred in a Restructuring).”
Under SFAS 146, the cost associated with an exit or disposal activ-
ity is recognized in the periods in which it is incurred rather than at
the date the Company commits to the exit plan. This statement is
effective for exit or disposal activities initiated after December 31,
2002. The adoption of SFAS 146 is not expected to have a material
impact on the Company’s financial position, results of operations
or liquidity.

SFAS No. 148, “Accounting for Stock-Based Compensation -
Transition Disclosure” (“SFAS 148”), amends SFAS No. 123,
“Accounting for Stock-Based Compensation” ("SFAS 123%), to
provide alternative methods of transition to the SFAS 123 fair
value method of accounting for stock-based compensation. SFAS
148 also amends the disclosure provisions of SFAS 123 and APB
Opinion No. 28, “Interim Financial Reporting,” to require disclo-
sure in the summary of significant accounting policies of the
effects of an entity’s accounting policy with respect to stock-based
employee compensation on reported net income and earnings per
share in annual and interim financial statements. The Company
has implemented all required disclosures of SFAS 148 in the
Consolidated Financial Statements.

FIN 45, “Guarantor’s Accounting and Disclosure Require-
ments for Guarantees, Including Indirect Guarantees of
Indebtedness of Others” clarifies and elaborates on the require-
ment for entities to recognize a liability and provide disclosures
relating to the fair value of the obligation undertaken in a guar-
antee. Under FIN 45, the Company will record a liability at the
inception of a transaction representing the fair value of the guaran-
tee and maintain such liability until it is relieved of the obligation to
“stand ready” to perform. The interpretation does not apply to
guarantees such as product warranty and guarantees addressed by
other pronouncements. The Company believes the initial recogni-
tion and initial measurement provision of FIN 45 are applicable to
the merchant acquiring and check guarantee businesses. FIN 45
requires the fair value of the guarantee to be recorded for all
guarantees issued or modified after December 31, 2002. The
recognition of this liability results in delayed recognition of
revenue until the guarantee has been settled or expired. See the dis-
cussionin the Critical Accounting Policies above and the Significant
Accounting Policies note to the Consolidated Financial Statements.
The adoption of FIN 45 is expected to decrease revenue and net
income by approximately §6.0 million and $3.8 million, respec-
tively, for the year ending December 31, 2003. The disclosure
requirements are effective immediately and have been included in
the accompanying financial statements.

FIN 46 “Consolidation of Variable Interest Entities” (“VIE”)
was issued in January 2003 to address the consolidation issues
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around certain types of entities, including special purpose entities
(“SPE”). FIN 46 requires a variable interest entity to be consolidat-
ed if the Company’s variable interest (i.e., investment in the entity)
will absorb a majority of the entity’s expected losses and/or residual
returns if they occur. FIN 46 is appplicable immediately to any VIE
formed after January 31, 2003 and must be applied in the third
quarter 2003 to any such entity created before February 1, 2003,
The Company is reviewing the provisions of FIN 46 and does not
expect its implementation to have a material effect on the
Company’s financial position or results of operations.

FORWARD-LOOKING STATEMENTS

The Company has a long-term objective to achieve growth in rev-
enues and earnings per share of 14% - 17% per vear, compounded.
Acquisitions are an important part of the Company’s growth strat-
egy. Included in the Company’s long-term objective is the impact of
acquisitions, which are expected to contribute several percentage
points to its compounded growth rate over time, although such
acquisition growth may not come equally in each year.

The Company expects to deliver earnings per share in 2003 in
the range of $1.87 to $1.93. In connection with the Company’s
earnings per share projection for 2003, management of the Company
undertakes to update the projection at any time management
has determined that the projection is materially inaccurate. The
Company does not undertake to update, and does not intend to
comment on, segment-level projections during the year.

All forward-looking statements are inherently uncertain as they
are based on various expectations and assumptions concerning future
events and they are subject to numerous known and unknown risks
and uncertainties that could cause actual events or results to differ
materially from those projected. Important factors upon which the
Company’s forward-looking statements are premised include:
{a) continued growth at rates approximating recent levels for card-
based payment transactions, consumer money transfer transactions
and other product markets; (b) successful conversions under service
contracts with major clients; (c) renewal of material contracts in the
Company’s business units consistent with past experience; (d) timely,
successful and cost-effective implementation of processing systems
to provide new products, improved functionality and increased
efficiencies, particularly in the card issuing services segment;
(e) successful and timely integration of significant businesses and
technologies acquired by the Company and realization of anticipat-
ed synergies; (f) continuing development and maintenance of
appropriate business continuity plans for the Company’s processing
systemms based on the needs and risks relative to each such system;,
(g) absence of consolidation among client financial institutions
or other client groups, which has a significant impact on FDC client
relationships and no material loss of business from significant
customers of the Company; (h) achieving planned revenue growth
throughout the Company, including in the merchant alliance pro-
gram, which includes some joint ventures not under the sole control
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of the Company and which act independently of each other, and
successful management of pricing pressures through cost efficien-
cies and other cost-management initiatives; (i} successfully managing
the credit and fraud risks in the Company’s business units and the
merchant alliances, particularly in the context of the developing e-
commerce markets; (j) anticipation of and response to technological
changes, particularly with respect to e-commerce; (k) attracting and
retaining qualified key employees; (I) no unanticipated changes in
laws, regulations, credit card association rules or other industry
standards affecting FDC’s businesses that require significant product
redevelopment efforts, reduce the market for or value of its products
or render products obsolete; (m) continuation of the existing inter-
est rate environment so as to avoid increases in agent fees and
corresponding decreases in revenue related to Payment Services’
products, and increases in interest on the Company’s borrowings;
(m) absence of significant changes in foreign exchange spreads on
retail money transfer transactions, particularly in high-volume cor-
ridors, without a corresponding increase in volume or consumer fees;
(o) continued political stability in countries in which Western Union
has material operations; (p) implementation of Western Union
agentagreements with governmental entities according to schedule
and no interruption of relations or loss of license in countries in
which Western Union has or is implementing material agent agree-
ments; (q) no unanticipated developments relating to previously
disclosed lawsuits, investigations or similar matters; (r) successful
management of any impact from slowing economic conditions or
consumer spending; (s) no catastrophic events that could impact the
Company’s or its major customer’s operating facilities, commu-
nication systems and technology or that has a material negative
impact on current economic conditions or levels of consumer
spending; () no material breach of security of any of our systems;
and (u) successfully managing the potential both for patent protec-
tion and patent liability in the context of rapidly developing legal
framework for expansive software patent protection.

Variations from these assumptions or failure to achieve these
objectives could cause actual results to differ from those projected in
the forward-looking statements. Due to the uncertainties inherent
in forward-looking statements, readers are urged not to place undue
reliance on these statements. Except for the undertaking to update
the 2003 revenue and earnings per share projection discussed
above, FDC undertakes no obligation to update or revise forward-
looking statements to reflect changed assumptions, the occurrence
of unanticipated events, or changes to projections over time.

QUALITATIVE AND GQUANTITATIVE DISCLOSURES ABOUT MARKET RISK
INTEREST RATE RiSK

The Company is exposed to market risk from changes in interest
rates. The Company’s assets include both fixed and floating rate
interest-bearing securities. These investments arise primarily from
the Company’s sale of payment instruments (principally official
checks and money orders). The Company invests the proceeds
from the sale of these instruments, pending the settlement of the
payment instrument obligation. The Company has classified these
investments as available-for-sale. Accordingly, they are carried on
the Company’s Consolidated Balance Sheets at fair market value.
A portion of the Company’s payment services business involves the
payment of commissions to selling agents that are computed based
on short-term variable rates.

To the extent the Company does not pay commissions to its
selling agents, or to the extent it invests the proceeds from the sale of
payment instruments in floating rate investments, interest rate risk
is nonexistent or minimal providing the investments are held to
maturity. The unmatched position, which is the amount of fixed
income investments upon which the Company also pays the selling
agent a commission based on short-term interest rates, is the amount
that subjects the Company to interest rate risk arising from changes
in short-term interest rates.

The Company’s objective in managing interest rate risk is to
mitigate the risk that earnings and the market value of the invest-
ments could be adversely impacted by changes in interest rates.
The Company has developed a risk management program to
quantify this risk utilizing advanced portfolio modeling techniques.
The Company has hedged a majority of this risk through the use
of interest rate swap agreements, which converts the variable rate
commission payments to a fixed rate.

The Company’s interest rate-sensitive liabilities are its debt
instruments consisting of commercial paper, fixed rate medium-
term notes and long-term debt securities.

A 10% proportionate increase in interest rates in 2003, as com-
pared with the average level of interest rates in 2002, would resultin
a decrease to pre-tax income of approximately $6.8 million. Of this
decrease, $2.9 million relates to expected investment positions,
commissions paid to selling agents, growth in new business and the
effects of swap agreements. The remaining $3.9 million decrease
primarily relates to the Company’s expected balance of short-term
variable rate commercial paper and variable interest rate debt.
Conversely, a corresponding decrease in interest rates would result
in a comparable improvement to pre-tax earnings. The 10% pro-
portionate increase in interest rates discussed above 1s used to
show the relative impact to a change in interest rates. Actual interest
rates could change significantly more than 10%.
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FOREIGN CURRENCY RISK

The Company’s earnings are affected by fluctuations in the value of
the U.S. dollar as compared with foreign currencies, predominately
the euro, the British pound and the Australian dollar as a result of
Western Union’s euro denominated revenues and card issuing
services operations in United Kingdom and Australia.

Western Union provides money transfer services in more than
195 countries and territories. Foreign exchange risk is managed
through the structure of the business and an active risk management
process. In the substantial majority of its transactions, Western
Unionssettles with its agentsin U.S. dollars or euros, and requires the
agent to obtain settlement currency to provide to recipients. Thus,
Western Union is generally not reliant on international currency
markets to obtain and pay illiquid currencies. The foreign curren-
cy exposure that does exist 1s limited by the fact that the majority of
transactions are paid shortly after t.héy are initiated. In addition, in
money transfer transactions involving different send and receive
currencies, Western Union generates revenue by receiving a foreign
currency spread based on the difference between buying currency
at wholesale exchange rates and providing the currency to consumers
at retail exchange rates. This spread provides some protection
against currency fluctuations. Western Union’s policy is not to
speculate in foreign currencies and it promptly buys and sells foreign
currencies as necessary to cover its net payables and receivables,
which are denominated in foreign currencies.

The Company utilizes foreign currency options, forward
exchange contracts and currency swaps, which qualify as cash flow
hedges to mitigate the foreign currency risks arising from cash flows
denominated in foreign currencies, primarily the euro, British pound
and Australian dollar. These are intended to offset the effect of
exchange rate fluctuations on forecasted sales and intercompany
royalties expected to occur over the next 12 months and long-term
debt that matures March 11,2004, Gains and losses on the derivatives
are intended to offset losses and gains on the hedged transactions in
an effort to reduce the earnings volatility resulting from fluctuating
foreign currency exchange rates.

Since the critical terms of the options, forward and swap con-
tracts, and the hedged transactions are the same, the hedges are
highly effective. Changes in the fair value of the options and forward
contracts designated as hedging instruments of the variability of cash
flows associated with foreign currency risk are generally reported in
the “other comprehensive income” component of stockholders’
equity. These amounts subsequently are reclassified into revenue or
expense in the same period in which the foreign currency transac-
tions occur. As of December 31, 2002, the maximum length of
time over which the Company is hedging its exposure to the vari-
ability in future cash flows associated with foreign currency risk is
one year for revenues and intercompany royalties and 15 months with
respect to long-term debt.
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A uniform 10% strengthening in the value of the U.S. dollar rel-
ative to the currencies in which the Company’s revenues and profits
are denominated would be immaterial to the Company’s financial
position, results of operations and cash flows.

REGULATORY

Western Union’s international agents have and maintain all licens-
es necessary to provide money transfer services in their countries. It
is their responsibility to comply with all local rules, regulations and
licensing requirements. These agents operate in more than 195 coun-
tries and territories; therefore, Western Union has limited exposure
with respectto anindividual country. Approximately 70% of Western
Union’s agents outside the United States are banks or national post
offices. In some countries, only fully licensed banks and the national
post office are permitted to provide cross-border money transfer
service to the general public.

State, federal and foreign jurisdictions may impose regulations
that could impact Western Union’s foreign exchange risk by, among
other possibilities, imposing regulations that limit Western Union’s
ability to obtain the benefit of the exchange rate spread between
wholesale and retail currency rates or imposing banking moratoriums
or other actions that could affect currency liquidity. Western Union
has successfully managed the risks outlined above in the past and
believes that the breadth and scope of its network makes it unlikely
that these risks will have a material adverse impact on its business.

In those few countries with significant foreign exchange con-
trols, Western Union offers “inbound only” service and does not
accept funds in these countries for remittance abroad.

Banking moratoria have been very rare and, to date, they have
not had an appreciable impact on Western Union’s business. When
such a moratorium is imposed by a country, the Company may
temporarily discontinue its services in that country.

FDMS occupies a unique position in its industry; through its
alliances, FDMS holds an ownership interest in a significant
portion of the merchant acquiring market while serving as the elec-
tronic processor for those businesses. As such, FDMS is subject to
avariety of state and federal antitrust requirements. The Company
actively maintains an antitrust compliance program to help it meet
these requirements.



Year Ended December 31

CONSOLIDATED STATEMENTS OF INCOME

(in mullions, except per share amounts)

REVENUES
Transaction and processing service fees:
Payment services $2,829.6 $2,416.7
Merchant services * 1,903.1 1,393.0
Check verification and guarantee services 375.6 342.1
Card issuing services 1,302.0 1,374.2
All other 155.9 175.8
Investment income, net 97.3 86.5
Professional services 115.5 71.2
Software licensing and maintenance 62.9 23.4
Product sales and other 275.3 315.7
Reimbursable postage and other 519.0 453.0
7,636.2 6,651.6
EXPENSES
Cost of services 3,809.6 3,612.5 3,340.2
Cost of products sold 189.5 157.2 71.9
Selling, general and admainistrative 1,282.7 1,084.3 867.3
Reimbursable postage and other 519.0 453.0 437.2
Other operating expenses:
Restructuring, net 5.1 20.8 79.4
Impairments 27.8 14.7 2.8
Litigation and regulatory settlements 41.0 — 12.0
5,874.7 5,342.5 4,810.8
Operating profit 1,761.5 1,309.1 1,111.3
OTHER INCOME (EXPENSE)
Interest income 5.0 26.4 19.9
Interest expense (117.1) (119.6) (99.2)
Investment gains and (losses) 0.7 (184.2) (33.6)
Divestitures, net 4.2 28.2 199.1
(107.2) (249.2) 86.2
Income before income taxes, minority interest, equity earnings in affiliates
and cumulative effect of a change in accounting principle 1,654.3 1,059.9 1,197.5
Income taxes 432.2 336.8 378.7
Minority interest (102.8) (32.4) (24.5)
Equity earnings in affiliates 118.6 183.9 135.3
Income before cumulative effect of a
change in accounting principle 1,237.9 874.6 929.6
Cumulative effect of a change in accounting
principle, net of $1.6 million income tax benefit — (2.7) —
Net income $1,237.9 § 8719 $ 9296
Earnings per share —basic $ 1.63 § 112 $ 114
Earnings per share — diluted $ 1.61 $ 110 $ 112
Weighted-average shares outstanding:
Basic 757.5 778.1 813.9
Diluted 771.8 795.0 828.2

*  Includes processing fees, administrative service fees and other fees charged to merchant alliances accounted for under the equity method of 8199.6 million, $262.7 mullion and $301.5 mullion for the

_years ended December 31, 2002, 2001 and 2000, respectively.
See Notes to Consolidated Financial Statements.
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CONSOL{DATED BALANCE SHEETS

December 31, 2002 2001
(in millions)
ASSETS
Cash and cash equivalents $ 8194 $ 7044
Settlement assets 16,688.5 13,166.9
Accounts receivable, net of allowance for doubtful accounts
of $66.5 (2002) and $54.6 (2001) 1,397.0 1,051.0
Property and equipment, net 750.6 654.9
Goodwill 3,859.0 3,439.0
Other intangibles, less accurnulated amortization
of $1,071.7 (2002) and $833.9 (2001) 1,490.5 1,231.5
Investmentin affiliates 766.0 778.5
Other assets 820.2 886.0
Total Assets $26,591.2 $21,912.2
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Settlement obligations $16,294.3 $13,100.6
Accounts payable and other liabilities 3,006.1 2,189.6
Borrowings 3,134.5 3,102.1
Total Liabilities 22,434.9 18,392.3
Commitments and contingencies (See Note 12)
Stockholders’ Equity:
Common stock, $.01 par value; authorized 2,000.0 shares,
issued 897.9 shares (2002 and 2001) 9.0 9.0
Additional paid-in capital 2,525.4 2,411.1
Paid-in capital 2,534.4 2,420.1
Retained earnings 5,362.6 4,365.2
Accumulated other comprehensive income (197.6) (143.3)
Less treasury stock at cost, 145.1 (2002)
and 136.8 shares (2001) (3,543.1)  (3,122.1)
Total Stockholders’ Equity 4,156.3 3,519.9
Total Liabilities and Stockholders’ Equity $26,591.2 $21,912.2

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31, 2002 2001 2000
{in millions)
Cash and cash equivalents at January 1 $ 704.4 $ 708.0 § 8102
CASH FLOWS FROM OPERATING ACTIVITIES
Netincome 1,237.9 871.9 929.6
Adjustments to reconcile to net cash provided by operating activities:
Depreciation and amortization 538.5 638.4 588.8
Non-cash portion of charges (gains) related to restructuring,
impairments, litigation, investment (gains)
and losses and divestitures, net 61.0 191.5 71.3)
Other non-cash items, net 93.5 48.8 51.1)
Increase (decrease) in cash, excluding the effects of acquisitions
and dispositions, resulting from changes in:
Accounts receivable (177.0) (52.4) (16.1)
Other assets 10.2 {67.5) 9.7
Accounts payable and other liabilities (167.2) (289.6) 39.2
Income tax accounts 315.9 66.6 (247.6)
Net cash provided by operating activities 1,912.8 1,407.7 1,181.2
CASH FLOWS FROM INVESTING ACTIVITIES
Current year acquisitions, net of cash acquired (619.4) (954.5) (52.9)
Payments related to other businesses previously acquired (208.1) (32.9) (47.3)
Proceeds from dispositions, net of expenses paid — 1.8 35.7
Additions to property and equipment, net (211.9) (187.1) (148.8)
Payments to secure customer service contracts, including outlays
for conversion, and capitalized systems development costs (206.4) (178.8) (143.6)
Other investing activities 79.3 (153.9) 5.1
Net cash used in investing activities (1,166.5) (1,504.8) (351.8)
CASH FLOWS FROM FINANGING ACTIVITIES
Short-term borrowings, net 71.5 (578.4) 348.6
Proceeds from issuance of long-term debt — 1,839.3 —
Principal payments on long-term debt (14.7) (91.1) (125.0)
Proceeds from issuance of common stock 206.4 251.2 251.9
Proceeds from issuance of subsidiary stock — 22.2 135.0
Purchase of treasury shares (849.1) {1,318.5) (1,509.8)
Cash dividends (45.4) (31.9) (32.3)
Net cash (used in) provided by financing activities (631.3) 93.5 (931.6)
Change in cash and cash equivalents 115.0 (3.6) (102.2)
Cash and cash equivalents at December 31 $ 819.4 § 7044 $ 708.0

See Notes to Consolidated Financial Staiements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Accumnulated

Comprehensive| Retained Comgrl:l:nsivc Common | Paid-In Treasury Stock
Total Income Earnings Income Shares Capital Shares Cost
(in millions)
Balance, December 31, 1999 $3,907.7 $2,964.1 | $ (87.7) ] 897.9 {$2,185.2| (62.0){%(1,153.9)
Comprehensive income
Netincome 92906 | § 9296 929.6
Other comprehensive income:
Unrealized gains on securites 81.7 81.7
Foreign currency translation adjustment (17.2) (17.2)
Minimum pension liability adjustment 4.3 4.3
Other comprehensive income 68.8 68.8
Comprehensive income $ 998.4
Purchase of treasury shares {1,509.8) (65.6)| (1,509.8)
Stock issued for compensation
and benefit plans 311.9 (144.6) 60.5| 16.4 396.0
Gain on sale of minority interest in
¢ONE Global, net 36.5 36.5
Issuance of common stock warrant 15.0 15.0
Cash dividends declared ($0.04 per share) (32.0) (32.0)
Balance, December 31, 2000 3,797.7 3,717.1 (18.9) | 897.9 | 2,297.2|(111.2)| (2,267.7)
Comprehensive income
Net income 8719 | 8 871.9 871.9
Other comprehensive income:
Unrealized gains on securities 4.9 4.9
Unrealized losses on hedging activities * (69.1) (69.1)
Foreign currency translation adjustment (27.2) (27.2)
Minimum pension liability adjustment (33.0) (33.0)
Other comprehensive income (124.4) (124 .4)
Comprehensive income § 7475
Purchase of treasury shares (1,318.5) (43.4)| (1,318.5)
Stock issued for compensation
and benefit plans 339.9 (194.2) 94.9] 15.8 439.2
Stock issued for business previously acquired 52.9 28.0 2.0 24.9
Cash dividends declared ($0.04 per share) (29.6) {29.6)
Balance, December 31, 2001 3,519.9 4,365.2 | (143.3) | 897.9 | 2,420.1|(136.8)| (3,122.1)
Comprehensive income
Net income 1,237.9 | $1,237.9 | 1,237.9
Other comprehensive income:
Unrealized gains on securities 196.1 196.1
Unrealized losses on hedging activities (212.5) (212.5)
Foreign currency translation adjustment 34.0 34.0
Minimum pension liability adjustment (71.9) (71.9)
Other comprehensive income (54.3) (54.3)
Comprehensive income $1,183.6
Purchase of treasury shares (849.1) (22.9) (849.1)
Stock issued for compensation
and benefit plans 321.5 (185.5) 114.3| 12.8 402.7
Stock issued for conversion of debt 33.3 7.9 1.8 25.4
Cash dividends declared (80.07 per share) (52.9) (52.9)
Balance, December 31, 2002 $4,156.3 $5,362.6 | $(197.6) | 897.9 |$2,534.4|(145.1)]$(3,543.1)

* Includes cumulative net of tax loss of $24.8 mullion relating to the adopiion of SFAS No. 133 “Accounting jor Dertvative Instruments and Hedging Activities,” on January 1, 2001.

See Notes to Consolidated Financial Statements.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
CONSOLIDATION

The accompanying Consolidated Financial Statements of First
Data Corporation (“FDC” or the “Company”) include the accounts
of FDC and its majority-owned subsidiaries. All significant inter-
company accounts and transactions have been eliminated.
Investments in unconsolidated affiliated companies are accounted
for under the equity method and are included in “investment in afhl-
iates” on the accompanying Consolidated Balance Sheets. The
Company generally utilizes the equity method of accounting when
it has an ownership interest of between 20% and 50% in an entity,
providing the Company is able to exercise significant influence over
the investee’s operations.

In circumstances where the Company has a greater than 50%
ownership interest in a subsidiary, the Company generally consol-
idates that subsidiary’s financial statements. The exception to this
would occur in a situation where the Company does not exercise
control over the subsidiary as a result of other investors having
rights over the management and operations of the subsidiary.
When this is the case, the Company accounts for the subsidiary
under the equity method. As of December 31, 2002, there were no
greater-than-50%-owned affiliates whose financial statements were
not consolidated. At December 31, 2001, there was one such sub-
sidiary and the Company’s ownership interest in it was 50.1%.

USE OF ESTIMATES

The preparation of financial statements in conformity with gen-
erally accepted accounting principles requires management to
make estimates and assumptions that affect the amounts reported
in the Consolidated Financial Statements and accompanying notes.
Actual results could differ from those estimates.

PRESENTATION

The Company has communicated with the Securities and
Exchange Commission (Division of Corporation Finance) regard-
ing its Form 10-K for the year ended December 31, 2001 and Form
10-Q’s filed in 2002. These communications focused on expanded
and supplemental disclosures. Beginning in the third quarter of
2002, the line items on the face of the Consolidated Statements of
Income were expanded. Equity earnings in affiliates, net of related
amortization expense, mincrity interest and a portion of interest
mcome are now presented as separate line items. Correspondingly,
the Company increased its disclosure within Management’s
Discussion and Analysis of Financial Condition and Results of
Operations. Prior year amounts have been reclassified to conform
with the current year presentation.

The Company’s balance sheet presentation is unclassified due
to the short-term nature of its settlement obligations, contrasted with
the Company’s ability to invest cash awaiting settlement in long-
term investrment securities.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In January 2002, the Company adopted Emerging Issues Task
Force 01-14, “Income Statement Characterization of Reim-
bursements Received for ‘Out-of-Pocket’ Expenses Incurred
(“EITF 01-147),” which requires that reimbursements received for
“out-of-pocket” expenses be characterized as revenue. As a result of
the adoption, results for the years ended December 31, 2001 and 2000
were restated to increase revenues from external customers and oper-
ating expenses by $453.0 million and $437.2 million, respectively,
primarily for telecommunication and postage costs. The adoption
had no impact on net income.

In the third quarter of 2002, the Company acquired a control-
ling interest in each of three merchant alliances, Huntington
Merchant Services, Wachovia Merchant Services and Wells Fargo
Merchant Services. Revenues and expenses have been retroac-
tively restated back to January 1, 2002 to reflect the merchant
alliances, which were previously accounted for under the equity
method of accounting, as consolidated subsidiaries. The restate-
ment had no impact on net income. A summary of the retroactive
consolidation of these entities is included in Note 3.

In the fourth quarter of 2001, the Company acquired the remain-
ing 50% ownership interest in Cardservice International, Inc.
(“CSI”). Revenues and expenses for 2001 were restated to reflect CSI
as a consolidated subsidiary retroactive to January 1, 2001. CSI was
previously accounted for under the equity method of accounting,

In the third quarter of 2000, the Company acquired a control-
ling interest in Global Cash Access, LLC (“GCA?), formerly BMCF
Gaming, LLC, a joint venture formed July 9, 1998, which is majority
owned by First Data Financial Services, Inc. and FDFS Holdings,
LLC (collectively “FDIS”). Revenues and expenses for 2000 were
restated to reflect the joint venture as a consolidated subsidiary
retroactive to January 1, 2000. The joint venture was previously
accounted for under the equity method of accounting,

BUSINESS DESCRIPTION

FDC provides a variety of transaction processing services and money
transfer and payment services to financial institutions, commercial
establishments and consumers. The Company classifies its operations
into four reportable segments: payment services, merchant services,
card issuing services and emerging payments (see Note 16).

FDC’s facilities in the United States provide the vast majority of
transaction processing services for each of the Company’s business
segments. FDC’s processing units in the United Kingdom and
Australia represent the Company’s only foreign operating locations
of significance and they process transactions for card issuing services
clients located outside of North America. These units also represent
the only foreign operations of any significance, which have local
currency as their functional currency. Domestic facilities process
substantially all international payment and merchant services trans-
actions. While these international transactions originate and settle
outside of the United States, they are electronically routed to and
processed by the Company’s United States-based infrastructure.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Each of the Company’s business segments has an international
presence through variousregional or country offices where sales, cus-
tomer service and/ or administrative personnel are based. Revenues
generated {rom processing transactions outside of the United States,
primarily in Australia and the United Kingdom for the card issuing
segment, represented 3%, 4% and 5% of FDC’s total revenues for the
years ended December 31, 2002, 2601 and 2000, respectively, and a
comparable portion of FDC’s assets and earnings.

CASH AND CASH EQUIVALENTS

Highly liquid investments (other than those included in settlement
assets) with original maturities of three months or less (that are read-
ily convertible to cash) are considered to be cash equivalents and are
stated at cost, which approximates market value. ATM operating
cash included in cash and cash equivalents at December 31, 2002
and 2001 was $233.4 million and $85.3 million, respectively.
Excluded from cash and cash equivalents at December 31, 2002
and 2001 was $160.5 million and $126.8 million of regulatory
required investments in connection with the money transfer opera-
tions and §70.0 million and $70.0 million of required investments
in connection with FDC’s merchant card settlement operations,
respectively. At various times, amounts classified as cash and cash
equivalents are required to be held in order to meet certain covenants
associated with the official check business. At December 31, 2002
and 2001, no amounts were required to be held to satisfy the
covenants. Also excluded from cash and cash equivalents were
escrow funds of $27.7 million and $16.3 million at December 31,
2002 and 2001, respectively. The escrowed funds relate primarily to
installment payments on acquisitions and a money transfer litiga-
tion settlement. Amounts excluded from cash and cash equivalents
are included in “other assets” on the Consolidated Balance Sheets.

INVESTMENT SECURITIES

The Company’s investments are primarily comprised of state and
municipal government obligations and corporate debt securities that
represent a majority of settlement assets. To a much lesser extent, the
Company has investments in publicly traded corporate equity secu-
rities with the most significant being the common stock of CheckEree
Corporation (“CheckFree”), which the Company received in 2000
in exchange for its ownership interest in the TransPoint LLC
(“TransPoint”) joint venture. Investments are primarily held in the
Company’s name and in the custody of a major financial institution.
The specific identification method is used to determine the cost
basis of securities sold. At December 31, 2002 and 2001, all of the
Company’s investments were classified as available-for-sale.
Unrealized gains and losses on these investments are included as a
separate component of “accumulated other comprehensive
income,” net of any related tax effect. The Company also has equity
securities of private companies for strategic purposes, which are
included in “other assets” on the Company’s Consolidated Balance
Sheets and are carried at cost.
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Declines in value that are judged to be other than temporary in
nature are recognized in the Consolidated Statements of Income.
For public company investments, absent any other indications of
a decline in value being other than temporary in nature, the
Company’s policy is to treat a decline in the investment’s quoted
market value that has lasted for more than six months as an other
than temporary decline in value. The Company’s policy is the same
for private company investments; however, their fair values are esti-
mated. In estimating fair value, market conditions, offering prices,
trends of earnings/losses, price multiples, financial position, new
financing and other key measures are considered. The Company
believes the estimates result in a reasonable reflection of the fair
values of these investments.

Realized gains and losses and losses resulting from other than tem-
porary declines in value relating to investments held in the Company’s
payment services investment portfolio are included in the “investment
income, net” component of revenues on the Consolidated Statements
of Income. These gains and losses are classified as such because they
are recurring in nature as they are part of the Company’s investment
portfolio management process and the management of this portfolio
is a core component of the payment services business. Realized gains
and losses and losses resulting from other than temporary declines in
value relating to the Company’s other investments are classified within
the “investment gains and (losses)” caption on the Consolidated
Statements of Income.

RESERVE FOR MERCHANT CREDIT LOSSES AND CHECK GUARANTEES

The merchant services segment conducts its business through both
consolidated subsidiaries and alliances accounted for under the
equity method. Under the rules of the credit card associations, the
Company and/or its alliance partnerships have certain contingent
liabilities for credit card transactions acquired from merchants. This
contingent liability arises in the event of a billing dispute between
the merchant and a cardholder that is ultimately resolved in the
cardholder’s favor. In such a case, the Company or the alliance
charges the transaction back (“chargeback™) to the merchant and
the disputed amount is credited or otherwise refunded to the card-
holder. If the Company or alliance is unable to collect this amount
from the merchant, due to the merchant’s insolvency or other rea-
sons, the Company or alliance will bear the loss for the amount of
the refund paid to the cardholder, In most cases, this contingent lia-
bility situation is unlikely to arise because most products or services
are delivered when purchased, and credits are issued by the mer-
chant on returned items. However, where the product or service is
not provided until some time following the purchase, the contingent
liability is more likely. The Company mitigates its risk by obtaining
collateral from merchants considered higher risk because they have
a time delay in the delivery of services, operate in industries that
experience chargebacks or are less creditworthy.

The credit loss exposure is within the scope of the initial
recognition and initial measurement provisions of the Financial




Accounting Standards Board (“FASB”) Interpretation No. 45,
“Guarantor’s Accounting and Disclosure for Guarantees, Including
Indirect Guarantees of Indebtedness of Others” (“FIN 457). Being
within the scope of FIN 45 means the Company is required to rec-
ognize a liability (such as a creditloss reserve) in the amount of the
fair value of what is considered a guarantee to the consumer in the
event the merchant is unable to perform as described above. The
liability in the amount of the fair value of the guarantee is required
to be maintained until the settlement or expiration of the guaran-
tee for transactions occurring after December 31, 2002. As noted
above, the credit risk is partially mitigated by the collateral the
Company obtains from those merchants considered at risk. During
the years ended December 31,2002, 2001 and 2000, the Company
and its alliances incurred aggregate credit losses of $39.8 million,
$67.6 million and $23.9 million, respectively, on $562.5 billion,
$491.1 billion and $451.7 billion, respectively, of aggregate bankcard
dollar volume processed. At December 31, 2002 and 2001, the
Company and its alliances had $367.3 million and $267.7 million,
respectively, in cash collateral and $56.0 million and $42.2 million
of collateral in the form of letters of credit. The Company also has
other forms of less liquid collateral. The $194.7 million and $91.8
million of cash collateral attributable to consolidated subsidiaries
are included in “settlement assets” and “settlement obligations” on
the Consolidated Balance Sheets at December 31, 2002 and 2001,
respectively. The Company believes that, based on its historical
experience, ongoing credit risk assessments and the collateral held,
the fair value of the guarantee would not be materially different
than the credit loss reserves discussed below.

The creditloss reserve recorded on the Company’s Consolidated
Balance Sheets only relates to the business conducted by its con-
solidated subsidiaries. The credit loss reserves for unconsolidated
alliances are only recordedin the alliances’ financial statements. The
Company has not recorded any reserves for estimated losses in excess
of reserves recorded by the unconsolidated alliances nor has the
Company identified needs todo so. At December 31, 2002 and 2001,
the Company and its consolidated and unconsolidated alliances had
aggregate merchant credit loss reserves of $27.6 million and $53.2
million, respectively. The foregoing disclosure presents merchant
credit loss reserves in the aggregate without regard to whether the
reserve relates to merchant contracts held by entities consolidated by
the Company or alliances accounted for under the equity method.
The amount of reserve attributable to entities consolidated by the
Company was $17.9 million and $19.1 million at December 31,
2002 and 2001, respectively. This reserve is included in the
“allowance for doubtful accounts” component of “accounts receiv-
able” on the Consolidated Balance Sheets.

The credit loss reserves, both for the unconsolidated alliances
and the Company, are comprised of amounts for known losses and
a provision for losses incurred but not reported (“IBNR”). Credit loss
reserves are primarily determined by performing a historical analy-
sis of chargeback loss experience. Other factors are considered that

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

could affect that experience in the future. Such items include the gen-
eral economy and economic challenges in a specific industry (such as
the travel industry after September 11, 2001) or those affecting cer-
tain types of clients. Once these factors are considered, the Company
or the unconsolidated alliance establishes a rate {percentage) that is
calculated by dividing the expected chargeback (credit) losses by dol-
lar volume processed. This rate is then applied against the dollar
volume processed each month and charged against earnings. The
resulting accrual balance is then compared to requirements for
known losses and estimates for IBNR itemns. Historically, such an esti-
mation process has proven to be materially accurate.

The majority of the TeleCheck Services, Inc. (“TeleCheck”)
business involves the guarantee of checks received by merchants for
a period of 90 days from the check date. Upon obtaining approval
from TeleCheck to accept the check, the merchant will deposit the
check in its bank account. TeleCheck earns a fee for each check
it guarantees, which is generally determined as a percentage of
the check amount. This fee is recognized as revenue at the time
TeleCheck guarantees the check. If the check is returned,
TeleCheck is required to purchase the check from the merchant at
its face value and pursue collection from the check writer. At the
time TeleCheck recognizes revenue, based on recent past history, a
provision for estimated check returns net of anticipated recoveries
isrecorded. The estimated check returns and recovery amounts are
subject to the risk that actual amounts returned and recovered in the
future may not be consistent with recent past history. At December
31,2002 and 2001, the Company had accrued warranty and accrued
recovery balances of $22.9 million and $56.0 million, and $28.3
million and $35.4 million, respectively. Accrued warranties are
included in “accounts payable and other liabilities” and accrued
recoveries are included in “accounts receivable” on the Consolid-
ated Balance Sheets.

In light of FIN 45, with regard to TeleCheck’s guarantee busi-
ness, the Company will be required to maintain a liablility for each
check guarantee (and correspondingly defer revenue) in the amount
of the fair value of the guarantee until the settlement (the check clears
oris presented to TeleCheck) or expiration of the guarantee for trans-
actions occurring after December 31, 2002. An incremental liability
of $5.6 million would have been recorded at December 31, 2002
had FIN 45 been effective. The majority of the guarantees are typ-
ically settled within 10 days of the transaction and virtually all
guarantees are settled within 30 days. The aggregate face value of
all checks guaranteed during the years ended December 31, 2002,
2001 and 2000 was $23.7 billion, $21.8 billion and $20.0 billion, of
which $287.7 million, $295.8 million and $230.7 million, respec-
tively, were returned to merchants and presented to TeleCheck. The
Company incurred $77.5 million, $75.8 million and $59.7 million
inwarranty losses, net of recoveries from check writers, for the years
ended December 31, 2002, 2001 and 2000, respectively. The
maximum potential future payments under the guarantees was
approximately $1.5 billion at December 31, 2002.
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DERIVATIVE FINANCIAL INSTRUMENTS

The Company adopted SFAS 133, “Accounting for Derivative
Instruments and Hedging Activities” (“SFAS 133”), on January 1,
2001. The Company utilizes derivative instruments primarily to
mitigate interest rate risk. To a much lesser extent, derivative
instruments are utilized to mitigate market and foreign currency
risk. As a result of the adoption of SFAS 133, the Company recog-
nizes all derivative financial instruments on the Consolidated
Balance Sheets as assets or liabilities at fair value. Such amounts are
recorded in either the “other assets” or “accounts payable and other
liabilities” captions on the Consolidated Balance Sheets. Generally,
changes in fair value are recognized immediately in earnings, unless
the derivative qualifies as a hedge of future cash flows. For deriva-
tives that qualify as hedges of future cash flows, the effective portion
of changes in fair value is recorded temporarily in “Stockholders’
Equity” as a component of “accumulated other comprehensive
income” (“OCI”) and then recognized in earnings in the period or
periods the hedged item affects earnings.

SFAS 133 requires that, upon adoption, the transition adjust-
ment be reported in net income or OCI, as appropriate, as a
cumulative effect of a change in accounting principle. In accor-
dance with the transition provisions of SFAS 133, the Company
recorded a net-of-tax transition adjustment loss of $24.8 million in
OCI and a net-of-tax transition adjustment loss of $2.7 million in
earningsin 2001. Management does not believe that ongoing appli-
cation of SFAS 133 will significantly alter the Company’s hedging
strategies or impact its net income. However, its application will
increase the volatility of OCI.

The transition adjustment recorded in OCI represented the
recognition of all derivatives that are designated cash flow hedging
instruments at fair value. The transition adjustment recorded in
earnings represented purchased option costs that were derecog-
nized from the balance sheet upon adoption.

Priorto January I, 2001, the Company also used interest rate swap
and cap agreements and foreign currency options and forward
exchange and swap contracts for hedging purposes. The interest rate
swap and cap agreements were used to hedge certain exposures to
changes in variable rates paid to certain payment services selling
agents. For interest rate swaps and cap agreements, the net amounts
paid or received and net amounts accrued through the end of the
accounting period were included in revenue. Unrealized gains or
losses on interest rate swap and cap agreements were not recognized
in income. Gains or losses on any contracts terminated early were
deferred and amortized to income over the remaining average life of
the terminated contracts. For foreign currency options and forward
exchange and swap contracts hedging forecasted transactions or
firm commitments, respectively, the effects of movements in currency
exchange rates on those instruments were recognized when the
related operating revenue was recognized. Gains and losses on the
foreign currency swap were offset by gains and losses on the foreign
currency denominated debt. The discounts or premiums on the
instruments were amortized to income over the lives of the contracts
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using the straight-line method. Realized gains and losses were
included in “other assets” and “accounts payable and other
liabilities” on the Consolidated Balance Sheets and recognized in
income when the future transaction occurred or at the time the trans-
action was no longer expected to occur.

ACCOUNTS RECEIVABLE

The Company’s client base consists of financial institutions,
associations, retailers and non-consolidating merchant alliances.
Accounts receivable balances are stated net of allowance for
doubtful accounts. Historically, the Company has not encountered
significant write-offs. The Company records allowances for doubt-
ful accounts when itis probable that the accounts recetvable balance
will not be collected.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost less accumulated deprecia-
tion, which 1s computed using the straight-line method over the lesser
of the estimated useful life of the related assets (generally three to ten
years for equipment, furniture and leasehold improvements, and 30
years for buildings) or the lease term. Amounts charged to expense for
the depreciation and amortization of property and equipment,
including equipment under capital lease, were $205.5 million in 2002,
$216.8 million in 2001 and $229.4 million in 2000.

GOODWILL AND OTHER INTANGIBLES

Goodwill represents the excess of purchase price over tangible and
other intangible assets acquired less liabilities assumed arising from
business combinations. SFAS No. 142, “Goodwill and Other
Intangible Assets”, (“SFAS 142”), issued in June 2001, requires that
goodwill acquired in a business combination after June 30, 2001, shall
nothe amortzed. In addition, as required by SFAS 142, the Company
ceased amortizing all goodwill effective January 1, 2002. Prior to the
adoption of SFAS 142, goodwill was amortized on a straight-line basis
over estimated useful lives ranging from seven to 40 years. The state-
ment also provides specific guidance about how to determine and
measure goodwill and intangible asset impairment, and requires
additional disclosure of information about goodwill and other intan-
gible assets. The Company has completed the annual goodwill
impairment test required by SFAS 142 and did not identify any
impairments. Goodwill attributable to 2001 acquisitions, occurring
subsequent to June 30, 2001, amounted to $593.3 million. Goodwill
acquired in business combinations during the year ended December
31, 2002 totaled $375.6 million. The allocation by segment of the
goodwill acquired in business combinations during 2002 is as follows:
$122.0 million in payment services, $211.8 million in merchant serv-
ices, $8.3 million in card issuing services and $33.5 muillion in emerging
payments. Additionally, the Company completed final purchase price
allocations during 2002 related to business combinations occurring



during 2001, adjusting goodwill by $33.5 million, of which $(0.1) mil-
lion was in payment services, $31.6 million in merchant services, $4.2
million in card issuing services and $(2.2) million in emerging pay-
ments. Also, foreign currency translation increased goodwill by $11.1
million in 2002, Goodwill amortization expense totaled $113.3 mil-
lion and $97.5 million for the years ended December 31, 2001 and
2000, respectively. In addition, equity earnings in affiliates for the years
ended December 31, 2001 and 2000 includes $24.7 million and $18.2
million of amortization related to goodwill classified within “invest-
ment in affiliates” on the Consolidated Balance Sheets.

At December 31, 2002 and 2001, goodwill recorded at the seg-
ment reporting level was $1,272.6 million and §1,150.7 million in
payment services, $2,036.7 million and $1,793.2 million in mer-
chant services, $420.3 million and $400.8 million in card issuing
services, $97.6 million and $66.6 million in emerging payments and
$31.8 million and $27.7 million in all other and corporate.

The following presents net income and per share amounts exclusive of
goodwill amortization, as required by SFAS 142:

For the Year Ended December 31, 2001 Net income Basic Diluted
(in millions except per share amounts)
Reported net income

and earnings per share $ 8719 $1.12 $1.10
Add back: goodwill

amortization, net of tax 118.5 0.15 0.15
Adjusted net income

and earnings per share $ 9904 $1.27 $1.25
Tor the Year Ended December 31, 2000 Net income Basic Diluted
(in mullions except per share amounts)
Reported net income

and earnings per share $ 9296 $1.14 $L.12
Add back: goodwill

amortization, net of tax 97.3 0.12 0.12
Adjusted net income

and earnings per share $1,026.9 $1.26 $1.24

The following table provides the components of other intangibles:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FDC capitalizes initial payments for contracts and conversion
costs associated with customer processing relationships. Capital-
ization of initial contract payments and conversion costs only
occurs when management is satisfied that such costs are recoverable
through future operations, contractual minimums and/or penalties
in case of early termination.

The Company’s accounting policy is to limit the amount of cap-
italized costs for a given contract to the lesser of the estimated
ongoing future cash flows from the contract or the termination fees
the Company would receive in the event of early termination of the
contract by the customer.

The Company develops software that is used in providing pro-
cessing services to customers. To a lesser extent, the Company also
develops software to be sold or licensed to customers. Software
development costs are capitalized once technological feasibility
of the software has been established. Costs incurred prior to
establishing technological feasibility are expensed as incurred.
Technological feasibility is established when the Company has com-
pleted all planning, designing, coding and testing activities that are
necessary to determine that a product can be produced to meet its
design specifications, including functions, features and technical
performance requirements. Capitalization of costs ceases when the
productis available for general use. Software development costs are
amortized using the straight-line method over the estimated useful
life of the software, which is generally five years.

In addition to capitalized contract and software development
costs, other intangibles include databases, copyrights, patents,
acquired software, trademarks and noncompete agreements acquired
in business combinations. Other intangibles are amortized on a
straight-line basis over the length of the contract or benefit period,
which generally ranges from three to 25 years. Other intangible
amortization expense totaled $333.0 million, $308.3 million and
$261.9 million for the years ended December 31, 2002, 2001 and
2000, respectively.

Weighted-Average 2002 Net of 2001 Net of
Amortization Period 2002 accumulated 2001 accumulated
Year Ended December 31, (in years) Cost amortization Cost amortization
(in millions)
Acquired contracts 12.0 $ 947.2 $ 594.2 $ 7344 $ 490.4
Conversion costs 8.0 371.0 182.8 346.4 191.0
Contract costs 8.0 347.6 193.7 316.1 183.0
Developed software 5.0 343.2 176.7 285.9 146.7
Purchased or acquired software 4.0 269.8 130.8 190.0 87.8
Other 13.0 283.4 212.3 192.6 132.6
Total other intangibles 9.0 $2,562.2 $1,490.5 $2,065.4 $1,231.5
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The estimated future aggregate amortization expense for
existing other intangibles as of December 31, 2002 is $317.5 million
in 2003, $287.4 million in 2004, $267.6 million in 2005, $228.5
million in 2006 and $191.5 million in 2007.

In accordance with STAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), effec-
tive January 1, 2002, and its predecessor SFAS No. 121 prior thereto,
long-lived assets are reviewed for impairment on an annual basis and
whenever events indicate that their carrying amount may not be
recoverable. In such reviews, estimated undiscounted future cash
flows associated with these assets or operations are compared with
their carrying value to determine if a write-down to fair value (nor-
mally measured by the expected present value technique) is required.

INVENTORY

Inventories are stated at lower of cost or market and consist prima-
rily of point-of-sale (“POS”) terminals, forms and blank financial
paper. The cost of inventory is determined using average cost for
POS terminals and blank financial paper, and first-in first-out
(“FIFO®) for forms.

MINORITY INTEREST

Minority interests in earnings of consolidated subsidiaries represent
the minority shareholders’ share of the equity and after-tax net
income or loss of consolidated subsidiaries. Minority interest is
presented pre-tax in the Consolidated Statements of Income since
the substantial majority of the Company’s non-wholly owned
consolidated subsidiaries are flow through entities for tax purposes.
The minority interest included in “accounts payable and other
liabilities” on the Consolidated Balance Sheets reflects the original
investments by these minority shareholders in the consolidated
subsidiaries, along with their proportionate share of the earnings or
losses of the subsidiaries, net of dividends.

TREASURY STOCK

The Company records treasury stock purchases under the cost
method whereby the entire cost of the acquired stock is recorded as
treasury stock. The FIFO method is used on the subsequent reis-
suance of shares and any resulting gains or losses are credited or
charged to retained earnings.

REVENUE RECOGNITION

The majority of the Company’s revenues are comprised of trans-
action-based fees. “Product sales and other” includes sales of the
Company’s products (which are generally ancillary to service rev-
enues and primarily relate to POS devices in the merchant services
segment), gains considered part of normal operations and other
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items that generally recur but that fluctuate as to amount and tim-
ing, A description of the major components of revenue, by business
segment, 1s as follows:

Payment services—Revenue is primarily derived from three sources;
transaction fees charged to consumers, investment income earned
on theinvestment of fundsreceived from the sale of paymentinstru-
ments (primarily official checks and money orders), and in certain
transactions, the Company generates revenue by acquiring cur-
rency at wholesale exchange rates and providing the currency to
consumers at retail exchange rates. Investments are the primary
component of “setdement assets” on the Company’s Consolidated
Balance Sheets.

In a typical money transfer transaction, a consumer will go to
one of the Company’s domestic or international agent locations
and pay the agent a fee. The fee is generally based on the dollar
amount of the transaction and the location of where the funds are
to be transferred. This transaction fee is set by the Company and is
recorded as revenue by the Company at the time of sale. In addi-
tion, in certain money transfer transactions involving different send
and receive currencies, Western Union generates revenue by
acquiring currency at wholesale exchange rates and providing the
currency to consumers at retail exchange rates.

There are generally two agent locations invelved in a money
transfer transaction, the agent initiating the transaction (the “send
agent”) and the agent disbursing funds (the “receive agent™). The
send and receive agents each earn a commission generally based on
apercentage of the fee charged to the customer. These commissions
are included in “cost of services” on the Consolidated Statements of
Income and are recorded at the ume of sale.

The Company’s money order and official check products gener-
ate revenue primarily through the Company’s ability to invest funds
pending settlement. The Company invests most of these funds in
high-quality investments issued by municipalities to minimize its
exposure to credit risks. In a money order transaction, a consumer
purchases a money order from an agent. The agent selling the money
order generally remits the funds collected from the consumer to the
Company within a matter of days of the transaction date. An agent
generally does not receive a commission on the sale of a money
order, but is compensated by charging a fee to the consumer. In an
official check transaction, a consumer will procure an official check
from one of the Company’s agents, typically a financial institution.
The official check agent 1s generally required to remit the funds
collected from the consumer to the Company the following day. The
Company pays its official check agents commissions based on short-
term variable rates and the balance of outstanding official checks.
The Company considers this to be a revenue-sharing arrangement
and, therefore, nets the commissions paid to official check agents
against the revenues it earns from its investments.




Merchant services—In the case of merchant contracts that the
Company owns and manages, revenue is primarily comprised of fees
charged to the merchant, net of interchange and assessments
charged by the credit card associations. The Company has no control
over interchange fees and assessments charged by credit card associ-
ations and believes its presentation of revenue, net of these fees and
assessments, more accurately depicts the revenue earned by the
Company. This net revenue is recognized by the Company at the
time of sale. The fees charged to the merchant are a percentage of
the credit card and off-line debit card transaction’s dollar value, a
fixed amount or a combination of the two. Personal identification
number based online debit (“PIN-based debit”) network fees are
recognized in “cost of services” on the Consolidated Statements of
Income, as the fees are invoiced by the networks periodically and
paid directly by the Company, versus credit card associations inter-
change fees and assessments, which are settled on a net basis.

Interchange and assessments charged by credit card associa-
tions to the Company’s consolidated subsidiaries amounted to $3.2
billion in 2002, $1.9 billion in 2001 and $1.6 billion in 2000.

The Gompany charges processing fees to its merchant alliance
joint ventures. In situations where an alliance is accounted for under
the equity method, the Company’s consolidated revenues include the
processing fees charged to the alliance, as presented on the face of
the Consolidated Statements of Income.

Revenue from check verification and guarantee services 1s rec-
ognized at the time of sale. Check verification fees generally are a
fixed amount per transaction. Check guarantee fees generally are a
percentage of the check amount. At the time of sale, the Company
recognizes an estimate of the net cost of honoring the guarantees,
which is reflected within “cost of services” on the Consolidated
Statements of Income. See “Reserve for merchant credit losses and
check guarantee.”

Card issuing services—Revenue is primarily comprised of fees based
on cardholder accounts on file, and to a lesser extent, transaction
volumes processed. As described above under “Presentation,”
effective January 1, 2002, the Company adopted EITF 01-14,
“Income Statement Characterization of Reimbursements Received
for ‘Out-of-Pocket’ Expenses Incurred,” which requires that reim-
bursements received for “out-of-pocket” expenses be characterized
as revenue. As a result of the adoption, telecommunication and
postage costs charged to clients are recorded in revenue. Revenue is
recognized at the time an account on file amount is earned or at the
time a transaction is processed. “Professional services” revenues are
comprised of custom programming services and are recorded as
work is performed.

PaySys International, Inc., (“PaySys”) acquired by the
Company in April 2001, is in the business of licensing credit card
processing software. The Company follows the requirements
of the American Institute of Certified Public Accountants
(“AICPA”) Statement of Position 97-2, “Software Revenue
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Recognition” (“SOP 97-27), inits accounting for PaySys’ revenue. In
following SOP 97-2, revenue is not recognized until each of the
following four criteria are met:

* evidence of an agreement exists,

e delivery and acceptance has occurred or services have been
rendered,

° the selling price is fixed or determinable, and

* collection of the selling price is reasonably assured.

Emerging payments—Revenue is primarily comprised of fees based
on transaction volumes processed. Revenue is recognized at the
time a transaction is processed. This segment also provides pro-
fessional services, primarily to governmental entities. Revenue from
these services is recognized as work is performed.

Acquisitions occurring during 2002 and 2001 have resulted in
the segment’s business including the licensing of software. The
Company follows the requirements of SOP 97-2, as outlined above,
in its accounting for software-related revenue.

EARNINGS PER COMMON SHARE
Earnings per common share amounts are computed by dividing net
income by weighted-average common stock and common stock

equivalent shares (when dilutive) outstanding during the period.

Amounts utilized in per share computations are as follows:

Year Ended December 31, 2002 2001 2000
(in mallions)
WEIGHTED-AVERAGE SHARES OUTSTANDING
Basic weighted-average shares 7575  778.1 813.9
Common stock equivalents 11.4 14.1 12.5
Convertible debentures 2.9 2.8 1.8
771.8 795.0 828.2

Earnings add back related to

convertible debentures $ 1.7 % 18 % 1.2

Diluted earnings per common share was calculated based on
weighted-average shares outstanding, including the impact of shares
issuable upon conversion of convertible debtand in-the-money common
stock equivalents, which consist of outstanding stock options, warrants
and restricted stock. The after-tax interest expense and issue cost
amortization on convertible debt is added back to net income when
commonstock equivalents are included in computing diluted earnings
per common share. The “if converted” method is utilized in calculat-
ing diluted earnings per common share only when conversion is not
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conditional upon the occurrence of certain events. The “if convert-
ed” method has not been utilized for the Company’s 2% Senior
Convertible Contingent Debt Securities due 2008, as conversion
into 13.2 million shares is conditional upon certain events that have
not yet occurred.

The diluted earnings per share calculation excludes stock
options, warrants and convertible debt to purchase, or that are
convertible into, 34.5 million common shares, 23.3 million com-
mon shares and 8.3 million common shares for the years ended
December 31, 2002, 2001 and 2000, respectively, because the
exercise or conversion price of these instruments was greater than
the average market price of the common stock, and their inclusion
would have been anti-dilutive.

In March 2002, the Company’s Board of Directors declared a
2-for-1 stock split of the Company’s common stock to be effected
in the form of a stock dividend. Shareholders of record on May 20,
2002 received one share of the Company’s common stock for each
share owned. The distribution of the shares occurred after the close
of business on June 4, 2002. All share and per share amounts have
been retroactively restated for all periods to reflect the impact of
the stock split.

FOREIGN CURRENCY TRANSLATION

The U.S. dollar is the functional currency for all FDC businesses
except its operations in the United Kingdom and Australia and
certain other smaller international operations. Foreign currency
denominated assets and liabilities for these units are translated
into U.S. dollars based on exchange rates prevailing at the end of
the period, and revenues and expenses are translated at average
exchange rates during the period. The effects of foreign exchange
gains and losses arising from the translation of assets and liabilities of
those entities where the functional currency is not the U.S. dollar are
included as a component of OCIL.

Gains and losses attributable to foreign currency hedging
included in “transaction and processing service fees” on the
Consolidated Statements of Income amounted to a $20.1 million
loss, a $3.0 million gain and a $9.7 million gain for 2002, 2001 and
2000, respectively. Other foreign currency transaction gains and
losses were immaterial for each of the periods. This results from the
Company’s daily settlernent of most of its foreign currency denom-
inated transactions.

STOCK BASED COMPENSATION

SFAS No. 123, “Accounting for Stock-Based Compensation”
{“SFAS 1237), establishes an accounting and reporting standard for
stock based employee compensation plans, as amended, (see Note
14). As permitted by the standards, FDC continues to account for
such arrangements under Accounting Principles Board (“APB”)
Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB
257), and its related interpretations.
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The Company’s pro forma information, amortizing the fair value
of the options over their vesting period and including the stock
purchase rights, is as follows:

2002 2001 2000
{in millions, except per share amounts)
Reported netincome $1,237.9 $871.9 $929.6
SFAS 123 expense 109.5 706 465
Pro forma net income $1,128.4 $801.3 $883.1
Reported earnings per share —basic $ 163 % 1.12 8 114
Reported earnings per
share —diluted 1.61 1.10 1.12
Pro forma earnings per share —basic $ 149 $1.03 § 1.09
Pro forma earnings per
share - diluted 1.46 1.0l 1.07

ADVERTISING COSTS

Advertising costs, included in “selling, general and administrative”
expenses on the Consolidated Statements of Income, are expensed
as incurred or at the first time the advertising takes place.
Advertising expense for 2002, 2001 and 2000 was $199.8 million,
$182.5 million and $153.2 million, respectively.

GAINS ON ISSUANCE OF STOCK BY SUBSIDIARIES

At the time a subsidiary sells its stock to unrelated parties at a price in
excess of its book value, the Company’s net investment in that sub-
sidiary increases. If at that time, the subsidiary is not a newly formed,
non-operating entity, nor a research and development, start-up or
development stage company, nor is there a question as to the sub-
sidiary’s ability to continue in existence, the Company records the
increase in its Consolidated Statements of Income. Otherwise, the
increase is reflected in “additional paid-in capital” on the Company’s
Consolidated Statements of Stockholders’ Equity.

SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow information for the years ended December
31, 2002, 2001 and 2000 are summarized as follows:

Year Ended December 31, 2002 2001 2000

(in milltons)

$105.0 $270.7 $569.9
119.6 1115 97.2

Income taxes paid
Interest paid

Significant non-cash transactions in 2002 included a $33.3
million note that was converted into 1.83 million shares. In addition,
the Company entered into $33.2 million in capital lease agreements to
finance the purchase of equipment and software.
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NOTE 2: RESTRUCTURING, IMPAIRMENTS, LITIGATION AND REGULATORY SET-
TLEMENTS, INVESTMERT GAINS AND LOSSES AND BIVESTITURES

The Company recorded restructuring, impairments, litigation and
regulatory settlements and investment gains and losses related both
to ongoing operations and divestitures in the three years ended
December 31, 2002. Restructuring and divestiture accruals are
reviewed each period and balances in excess of anticipated require-
ments are reversed through the same Consolidated Statements of
Income caption in which they were originally recorded. Such rever-
sals resulted from the favorable resolution of contingencies and
changes in facts and circumstances.

The Company recognized restructuring charges in accordance
with EITF 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (includ-
ing Certain Costs Incurred in a Restructuring).” The Company
adopted SFAS No. 146, “Accounting for Costs Associated with Exit
or Disposal Activities” (“SFAS 146”), effective for exit or disposal
activities after December 51, 2002, SFAS 146 nullifies EITTF 94-3
and requires that a liability for a cost associated with an exit or dis-
posalactivity be recognized only when the liability is incurred versus
when the commitment is made.

A summary of these items follows:
Pre-tax (Benefit) Charge

Year Ended December 31, 2002 2001 2000
fin miflions)
Restructuring charges $90 $275 § 798
Restructuring reserve reversals (3.9) (6.7) (0.4)
Impairment charges 27.8 14.7 2.8
Litigation and regulatory

settlement charges 41.0 — 12.0
Investment (gains) and losses 0.7 184.2 336
Business divestitures

(gains) and losses 0.3 11.4 (189.9)
Divestiture reserve reversals (4.5) (39.6) (9.2)
Total pre-tax (benefit) charge,

net of reversals $69.0 $1915 § (71.3)

2002 ACTIVITIES

Restructuring charges—During 2002, the Company recorded restruc-
turing charges of $9.0 million. These charges were comprised of
severance totaling $8.5 million and $0.5 million related to lease ter-
mination losses. Severance charges resulted from the termination of
281 employees, representing all levels of employees and less than 1%
of the Company’s workforce. Merchant services charges were $6.0
million for the year ended December 31, 2002. The charges related
to streamlining the span of management control and elimination of

job redundancies across many departments at most employee levels
within the merchant acquiring business. The merchant services
restructuring plans were completed in the second quarter of 2002.
Emerging payments charges were $2.4 million for the year ended
December 31, 2002, which related to a reduction in force and
closure of a leased facility for the SurePay business to adjust its
employee base to match the slower-than-expected participation in
the business-to-business exchange marketplace. The emerging
payments restructuring plans were completed in the first quarter
of 2002. Card issuing charges were $0.3 million for the year ended
December 31, 2002 as a result of consolidating the Tulsa data cen-
ter operations. The card issuing restructuring plans were completed
in the first quarter of 2002. All other and corporate charges were
$0.3 million for the year ended December 31, 2002, which related to
the climination of duplicative positions due to the integration of the
Achex, Inc ("Achex”) acquisition. The all other and corporate
restructuring plans were completed in the first quarter of 2002,

Impairment charges~——During 2002, the Company recorded asset
impairment charges of $27.8 million, of which $16.5 million related
to card issuing services and $11.3 million related to emerging
payments. The $16.5 million card issuing services charge related to
impairment of capitalized customer contract costs associated with
one of its customers. On March 11, 2003 this customer announced
that it would no longer accept its private-label credit cards at its mer-
chant businesses as a result of financial difficulties. Due to this
customer’s severe liquidity issues, the Company believes there is
substantial risk on its ability to collect contracted minimum pay-
ment. The $11.3 million asset impairment charge in emerging
payments related to SurePay’s capitalized business-to-business soft-
ware development costs. The impairment resulted from the second
quarter 2002 decision to cease SurePay platform development efforts.

Litigation and regulatory settlement charges—During 2002, the
Company recorded $41.0 million in litigation and regulatory set-
tlement charges, which are more fully explained in Note 12 of the
Consolidated Financial Statements. The charges related to the pay-
ment services segment. Of these charges, $30.0 million related to the
anticipated settlements of various class action lawsuits pertaining
to the Company’s money transfer business, including legal fees and
other outside administrative costs. The remaining $11.0 million
relates to an $8.0 million settlement with the New York State Banking
Department and a $3.0 million settlement with the U.S, Department
of Treasury over alleged infractions of certain regulations related to
Western Union’s money transfer business.

Investment gains and losses—During 2002, the Company recorded a
gain on the sale of a portion of the Company’s investment in
CheckFree, totaling $9.6 million, offset by $6.4 million of invest-
ment impairment charges related to emerging payments segment
investments in e-cormmerce companies. The remaining impairment
charge of $2.5 million related to an investment in a software business
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held by the card issuing services segment. These investments were
written-down to fair value based on quoted market prices for public
companies, and for privately held companies, by considering market
conditions, offering prices, trends of earnings/losses, price multiples,
financial position, new financing or other measures.

Business divestiture gains and losses—During 2002, the Company
recorded an additional charge of $0.3 million related to the discon-
tinuance of a collections business in the second quarter of 2001.

Reversal of restructuring, merger and divestiture accruals—During 2002,
the Company reversed prior period restructuring reserves resulting
from changes in estimates totaling $3.9 million. The majority of
thesereversalsrelated to the third quarter 2000 restructuring charge
related to the United Kingdom-based operations of the card issuing
services segment. The change in estimate related to this charge was
caused primarily by pension obligations associated with severed
employees being less than anticipated.

During 2002, the Company released $4.5 million of prior peri-
od divestiture reserves related primarily to Investor Services Group
and TransPoint due to the passage of certain contractual indemnifi-
cation provisions and the release of amounts previously held in
escrow. Investor Services Group was divested in the fourth quarter of
1999 and TransPoint was merged with CheckFree in the fourth
quarter of 2000.

2001 ACTIVITIES

Restructuring charges—During 2001, the Company recorded $27.5
million relating to restructuring charges. These charges were com-
prised of severance totaling $24.7 million and $2.8 million related to
lease termination losses and a customer contract. Severance charges
resulted from the termination of 790 employees representing all
levels of employees and approximately 3% of the Company’s work-
force. Amounts attributable to payment services were $8.8 million as
a result of the discontinuance of the Payment Card Solutions and
SkyTeller operations, consolidation of international support func-
tions and transition of a Mexico call center and operations support
to a third-party provider. The payment services restructuring plans
were completed in the second quarter of 2002. Amounts attributa-
ble to merchant services were $12.2 million. The charges related to
closing facilities in Nashville, Tennessee; Louisville, Kentucky;
Belmont, California; Reston, Virginia; and Lakewood, Ohio to
eliminate job redundancies related to front-end system support, rela-
tionship management and quality assurance. The merchant services
restructuring plan was completed in the third quarter of 2001. In
addition, TeleCheck restructured under new management and
eliminated management positions at several levels within the organ-
ization. The restructuring plans were completed in the second and
fourth quarters of 2001. Additionally, gaming call center services
were transitioned to a single facility, which was completed in the
fourth quarter of 2001. Amounts attributable to card issuing servic-
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es were $2.8 million, which related to the closure of a facility and ter-
minations associated with converting certain debit operations to the
NYCE platform and other department reorganizations. The card
issuing restructuring plans were completed in the first quarter of
2002. Amounts attributable to emerging payments were §1.8 mil-
lion related to a reduction in force for the SurcPay business to adjust
itsemployee base to match the slower-than-expected participation in
the business-to-business exchange marketplace. Amounts attributa-
ble to all other and corporate were $1.9 million, which related to
consolidating corporate functions to the Denver office and elimina-
tion of redundant functions. The all other and corporate
restructuring plans were completed in the third quarter 2001,

Impairment charges—During 2001, the Company recorded asset
impairment charges of $14.7 million, of which $11.2 million relat-
ed to payment services, $1.1 muillion related to card issuing services,
$0.4 million related to merchant services and $2.0 million related to
all other and corporate. The $11.2 million payment services charge
related to goodwill and other assets associated with the discontinu-
ance of the SkyTeller service offering. The $1.1 nmullion card issuing
charge related to a $0.8 million software impairment, as well as fixed
assets associated with the card issuing facility closures discussed in
restructurings above. The $0.4 million related to the merchant serv-
ices segment also related to fixed assets associated with the facility
closures discussed in restructurings above. The $2.0 million all other
and corporate charge related to the impairment of internally devel-
oped software due to functionality acquired through the acquisition of
Achex in the third quarter of 2001. The Company’s results also
include a $0.5 million charge for fixed assets associated with the
restructurings discussed above.

Investment gains and losses—During 2001, the Company recorded
$184.2 million of investment losses, of which $148.0 million relat-
ed to all other and corporate, $14.1 million related to merchant
services, $0.3 million related to card issuing services and $21.8 mil-
lion related to emerging payments. The $148.0 million all other and
corporate charge related to the $142.8 million write-down of the
Company’sinvestmentin CheckFree due to CheckFree’s stock trad-
ing below the Company’s cost basis for more than six months and
$5.2 million related to write-downs of investments in e-commerce
businesses. The §14.1 million merchant services charge related to a
$9.2 million charge to fully write-down the Company’s investment
in Excite@Home, and a $4.9 million write-down of investments in
other e-commerce related businesses. The $0.3 million card issuing
charge, the $21.8 million emerging payments charge and the $5.2
million all other and corporate charge also relate to write-downs of
investments in e-commerce businesses. These investments were
written-down to fair value based on quoted market prices for pub-
lic companies and for privately held companies by considering
market conditions, offering prices, trends of earnings/losses, price
multiples, financial position, new financing or other measures.




Business divestiture gain and losses—The Company sold a small tech-
nology solutions company and an in-store branch banking business
in January and August 2001, respectively. There was no gain or loss
realized on these sales in 2001,

During 2001, the Company discontinued a collection business,
which resulted in a pre-tax loss of $11.4 million in June 2001 relat-
ing to the closure. The charge included $4.1 million for employee
severance, $2.6 million for facility exit costs and an asset impair-
ment charge of $4.7 million.

Reversal of restructuring, merger and divestiture accruals—During 2001,
the Company reversed prior period restructuring reserves resulting
from changes in estimates totaling $6.7 million. The majority of
these reversals related to the third quarter 2000 restructuring
charge related to the United Kingdom-based operations of the card
issuing services segment and the 1998 merchant services Nashville
data center closure. The change in estimate related to the United
Kingdom charge was caused primarily by pension obligations
associated with severed employees being less than anticipated.

During 2001, the Company released prior period divestiture
reserves of $39.6 million related primarily to Investor Services
Group due to the passage of certain contractual indemnification
provisions. Investor Services Group was divested in the fourth
quarter of 1999.

2000 ACTIVITIES

Restructuring charges—During 2000, the Company recorded
restructuring charges of §79.8 million. These charges were com-
prised of severance totaling $70.2 million and $9.6 million in lease
termination losses. Severance charges resulted from the termi-
nation of approximately 3,800 employees representing all levels of
employees and 12% of the Company’s workforce. Payment
services charges were $2.6 million. The charges represented the
elimination of an operating center in Ft. Worth, Texas as the
functions were moved to an operating center in California and the
relocation of certain Western Union International finance func-
tions from Paramus, New Jersey to Denver, Colorado. The payment
services restructuring plans were completed in the second and third

quarters of 2001. Card issuing charges were $69.6 million for the -

year ended December 31, 2000, as aresult of downsizing First Data
Europe operations due to the loss of two major customers, reor-
ganization of all levels of the domestic operations to reflect a new
business model concept, loss of a processing contract due to a cus-
tomer eliminating the service offering, and the consolidation of
First Data Resources Australia facilities and elimination of job
redundancies. The card issuing restructuring plans were completed
throughout 2000 and 2001. All other and corporate charges were
$7.6 million for the year ended December 31, 2000, due to the closure
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of two call centers as a result of the loss of a Teleservices customer
contract and consolidation of corporate functions to the Denver
office. The all other and corporate restructuring plans were com-
pleted in the second quarter of 2002 and the third quarter of 2000.

Impairment charges—In June 2000, the Company recorded an
impairment charge of $2.8 million related to the loss of a card issuing
processing contract due to a customer eliminating the service offering.

Litigation and regulatory settlement charges—In August 2000, the
Company accrued $12.0 million based on the preliminary settle-
ment of a pending lawsuit pertaining to the Company’s money
transfer business.

Investment gains and losses—In December 2000, the Company
recorded a $33.6 million write-down of its investment in
Excite@Home due to a decline in the market value that was con-
sidered other than temporary.

Business divestiture gain and losses—In January 2000, the Company
completed the sale of its Hogan Information Services business unit
to Dolan Media Company for cash proceeds of $30.5 million. As a
result of this transaction and the second quarter sale of another
small business, the Company recognized a pre-tax gain of $5.4 mil-
lion. In September 2000, the Company signed a letter of intent to
sell a small subsidiary and, as a result, recorded a goodwill impair-
ment charge of approximately $5.4 million. The sale was completed
in January 2001.

In September 2000, FDC completed the merger of its joint
venture, TransPoint, with CheckFree. The merger resulted in FDC
receiving consideration of 6.6 million shares of CheckFree stock
and recognizing a pre-tax gain of $186.0 million. The pre-tax gain
reflects a $42 million cash contribution from FDC to TransPoint
immediately prior to the merger.

As a result of the loss of the Teleservices customer contract,
the Company sold the Pensacola facility and recognized a $3.9
million gain.

Reversal of restructuring, merger and divestiture accruals—During 2000,
the Company released prior period divestiture reserves of $9.2 mil-
lion related primarily to Donnelly Marketing due to the passage of
certain contractual indemnification provisions. Donnelly Marketing
was divested in the third quarter 1999.

During 2000, the Company released a prior period card issuing
contract loss reserve of $0.4 million.
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The following summarizes activity with respect to the Company’s
restructuring activities for the years ended December 31 (in millions):

2002 2001 2000
EXPENSE PROVISION
Employee severance $8.5 $24.7 $70.2
Facility closure 0.5 2.5 9.6
Other exit costs — 0.3 —
9.0 27.5 79.8
CASH PAYMENTS AND OTHER
2002 7.9 11.7 7.2
2001 — 13.6 41.8
2000 — — 19.2
7.9 25.3 68.2
REVERSALS
2002 6.2 1.2 2.5
2001* — — 5.1
0.2 1.2 7.6
REMAINING ACCRUAL
AT DECEMBER 31, 2002
Employee severance 0.2 0.7 0.6
Facility closure 0.7 0.3 3.4
$0.9 $1.0 $ 4.0

* Does not include §1.6 million of reversals in 2001 relating to 1998 restructuring reserves.

NOTE 3: BUSINESS COMBINATIONS AND ASSET ACRUISITIONS

Initial Consideration

Businesses and Assets Acquired Month Total® Cash
(in millions)
2002
Paymap Inc. April $ 82.0 $ 82.0
International Check Services, Inc. April 29.2 29.2
GovConnect, Inc. April 47.5 47,5
E Commerce Group

Products Inc. June 71.2 71.2
PayPoint Electronic

Payment Systems August  250.9 250.9
Merchant alliance

and portfolio acquisitions ® 146.1 122.5
Six other acquisitions 40.8 39.2

$667.7 $642.5
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2001
Nihon joint venture January § 152 $ 15.2
BidPay.com, Inc. February 27.0 27.0
TASQ Technology Inc. March  176.1 176.1
FEXCO March 65.0 65.0
PaySys International, Inc. April 1357 135.7
Achex, Inc. July 32.0 32.0
NYCE Corporation August  353.1 353.1
TAXWARE International, Inc. August 39.6 32.1
Encorus Technologies November 21.3 21.3
Cardservice International, Inc. December 2825 123.8
Seven other acquisitions 15.8 15.8
$1,163.3  $997.1
2000
Canada Trust merchant portfolio August § 22.7 $ 22.7
Bank alliance programs 63.1 38.6
Two other acquisitions 13.5 13.5
$ 993 8§ 748

(a) Other consideration, not separately listed in the table or described above, consists of sub-
stdiary equily, promissory noles and other amounts payable of 23,2 million 1n 2002, §166.2
million in 2001 and $24.5 million in 2000.

(6) The Company contributed merchant contracts with a net book value of 872.8 million to the
alliances as part of the consideration, which ave not included in the above table.

2002 ACQUISITIONS

In April 2002, the Company acquired Paymap Inc. (“Paymap”) for
an initial purchase price of approximately $82 million in cash.
Additional consideration of $26.0 million may be paid if certain
operational targets are met. Paymap is a financial services company
that develops and markets innovative electronic payment services
such as a mortgage payment accelerator. The preliminary purchase
price allocation resulted in identifiable intangible assets of $19.7 mil-
lion, which are being amortized over three to six years, and goodwill
of $62.2 million.

Also in April 2002, TeleCheck, a wholly owned subsidiary
of the Company, acquired substantially all of the assets of Inter-
national Check Services, Inc. (*ICS”}. ICS is a check acceptance
company that provides both traditional and electronic check
products. The preliminary purchase price allocation resulted in
identifiable intangible assets of $8.5 million, which are being amor-
tized over five to ten years, and goodwill of $25.8 million.

Additionally in April 2002, govONE Solutions, LP (“govONE”),
an operationg company of eONE Global (“eONE”), acquired
GovConnect, Inc. (“GovConnect”), a provider of electronic serv-
ice delivery, consulting and technology solutions to the government
marketplace. The preliminary purchase price allocation resulted in
identifiable intangible assets of $5.2 million, which are being amor-
tized over five years, and goodwill of $33.5 million.



In June 2002, the Company acquired E Commerce Group
Products Inc. (“E Commerce Group”) for an initial purchase price
of approximately $71 million in cash. Additional consideration of
up to $50.0 million may be paid if certain operational targets are
met. E Commerce Group provides e-commerce offerings, includ-
ing technology that allows companies to receive electronic bill
payments. The preliminary purchase price allocation resulted in
identifiable intangible assets of $6.7 million, which are being amor-
tized over one to five years, and goodwill of $59.8 million.

In August 2002, the Company acquired PayPoint Electronic
Payment Systems (“PayPoint”) for approximately $251 million in
cash. PayPoint s aleader in electronic commerce and payment serv-
ices, processing credit and debit transactions, and is one of the largest
point-of-sale transaction processors of personal identification num-
ber-based debit transactions. The preliminary purchase price
allocation resulted in identifiable intangible assets of $61.7 million,
which are being amortized over ten years, except for trademarks,
which are amortized over 25 years, and goodwill of $186.0 million.

During 2002, the Company acquired interests in several mer-
chant alliances and portfolios: SunTrust Merchant Services, LLC, a
front-end authorization and capture business, Huntington Merchant
Services, Wachovia Merchant Services, Wells Fargo Merchant
Services, CU Electronic Transaction Services (“CUETS”), Halifax
Bank of Scodand (“HBOS") and two other portfolios. The aggregate
cash paid for the merchant alliance and portfolio acquisitions was
approximately $123 million. The Company contributed merchant
contracts to the alliances, with a net book value of $72.8 million, as
part of the consideration. Descriptions of these acquisitions follow.

In March 2002, the Company and SunTrust Banks, Inc.
{“SunTrust”) formed a new alliance, SunTrust Merchant Services,
LLC. The Company and SunTrust each contributed a merchant
portfolio to the alliance. Following the contribution, the Company
acquired a portion of SunTrust’s equity interest in the alliance for
cash. The payment to SunTrust has been treated as an acquired
contract cost and is being amortized over a ten-year period. FDC
has majority ownership of and management control over the
alliance and is consolidating its financial results.

In July 2002, the Company paid cash to acquire substantially all
of the bank’s 50% ownership interest in Huntington Merchant
Services (“Huntington™). As a result of the purchase, FDC entered
into a new ten-year merchant referral agreement with Huntington
Bancshares Incorporated. In August 2002, the Company paid
cash to acquire the bank’s 50% ownership interest in Wachovia
Merchant Services (“Wachovia”). The payments to the alliance
banks have been treated as acquired contract costs and are being
amortized over a ten-year period.
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In September 2002, the Company obtained an increased own-
ership interest in its alliance with Wells Fargo Bank (“Wells
Fargo”) by contributing merchants from its Unified Merchant
Services portfolio. Additionally, the alliance was restructured to give
the Company management control over the business.

Revenues and expenses have been retroactively restated to the
beginning of 2002 to reflect the Huntington, Wachovia and Wells
Fargo alliances, which were previously accounted for under the
equity method of accounting, as consolidated subsidiaries for the
year ended December 31, 2002. As a result of the transactions, the
Company recorded acquired contracts of $54.7 million, which are
being amortized over ten years. In addition, approximately $68.9 mil-
lion was reclassified from investment in affiliates to acquired contracts.
The following summarizes the impact of retroactively consolidat-
ing the results of these alliances back to January 1, 2002:

Consolidated Results

Six months ended
Consolidating  June 30, 2002 as
entries consolidated

Six manths ended
June 30, 2002 as
previously reported

(in millions)

Revenue $3,493.1 $137.1 $3,630.2
Operating profit 704.0 84.0 788.0
Pre-tax income 649.9 84.0 733.9
Minority interest (5.0) (42.0) {47.0)
Equity earnings

in affiliates 94.1 (42.0) 52.1

Netincome 5429 — 542.9

In September 2002, the Company entered into a partnership
with CUETS, a Canadian card processing company. ¥DC will
have a controlling interest in a merchant acquiring business that
will be consolidated.

In November 2002, the Company entered into a contractual
alliance with HBOS under which the Company will receive a sub-
stantial majority of HBOS’ merchant processing revenues. The
preliminary purchase price allocation resulted in identifiable intan-
gible assets of $39.4 million, which are being amortized over ten
to 20 years.

Other acquisitions for 2002 include BillingZone, LLGC,
a provider of outsourcing services for accounts payable and accounts
receivable; OMNIPAY, a Dublin, Ireland-based international pay-
ment processor; Christopher C. Varvias & Associates S.A., an
investment in a money transfer agent accounted for under the equi-
ty method of accounting; Active Resources, a provider of managed
services and outsourcing based in the United Kingdom; TaxSolver,
a provider of tax data and tax form integration software; and an addi-
tional partnership with CUETS. FDC obtained a 50% ownership
interest in a merchant processing business which is accounted for
under the equity method of accounting

The pro forma impact of all 2002 acquisitions on net income was
not material.
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2001 ACQUISITIONS

In January 2001, the Company entered into a joint venture and
formed Nihon Card Processing Co. Ltd., providing third-party
credit card processing services, by contributing cash of approxi-
mately $15 million. The Company is accounting for this investment
under the equity method of accounting,

In February 2001, the Company acquired Bidpay.com, Inc.
{“Bidpay.com”) for approximately $27 million in cash. Bidpay.com is
a provider of Internet paymentservices to online auction markets,
The purchase price allocation resulted in identifiable intangible
assets of $1.6 million, which are being amortized over three years,
and goodwill of $26.5 million.

In March 2001, the Company acquired a 90% ownership inter-
est in TASQ Technology Inc. (“TASQ”) for approximately $176
million in cash. TASQ is an industry leader in the sale and servicing
of point-of-sale terminals and related products. The purchase price
allocation resulted in identifiable intangible assets of $39.1 million,
which are being amortized over five to ten years, and goodwill of
$156.5 million.

Also, the Company acquired a 23% equity interest in its
money transfer agent, FEXCO, one of Ireland’s largest financial
services companies, for approximately $65 million in cash. The
Company is accounting for this investment under the equity
method of accounting.

In April 2001, the Company acquired PaySys for approximate-
ly $136 million in cash. PaySys provides card processing software in
more than 35 countries for bank, retail and private label cards. The
purchase price allocation resulted in identifiable intangible assets of
$41.5 mullion, which are being amortized over five years, and good-
will of $102.4 million.

In July 2001, the Company acquired Achex for approximately
$32 million in cash. Achex is an Internet payment services provider.
The purchase price allocation resulted in identifiable intangtble
assets of $1.3 million, which are being amortized over three years,
and goodwill of $27.4 million.

In August 2001, the Company acquired approximately a 64%
interest in NYCE Corporation (“NYCE"), for approximately $353
million in cash. NYCE is a debit card processor that serves 54 million
cardholders through 88,000 ATMs and 517,000 point-of-sale
locations. The purchase price allocation resulted in identifiable
intangible assets of 8115.4 million, which are being amortized over
three to ten years, and goodwill of $309.9 million.

Also in August 2001, eONE acquired Taxware International,
Inc. (“Taxware™), for approximately $32 million in cash and an
equity interest of approximately 3% in govONE. Taxware is a
provider of worldwide commercial tax compliance systems. The
purchase price allocation resulted in identifiable intangible assets of
$10.6 million, which are being amortized over four to five years, and
goodwill of $37.5 million.
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In November 2001, eONE acquired the mobile business
division of Brokat Technologies, Encorus Technologies (“Encorus™).
Encorus will focus on driving the acceptance and usage of mobile
payments worldwide. The purchase price allocation resuited in
identifiable intangible assets of $7.0 million, which are being amor-
tized over five years, and goodwill of $21.2 million.

In December 2001, FDC acquired the remaining 50% own-
ership interest in CSI, for approximately $283 million, §123.8
million in cash, $123.8 million in a promissory note and $35.0 mil-
lion in deferred purchase price. CSI markets electronic credit and
debit card processing services to retail merchants. Revenue and
expenses have been restated to the beginning of 2001 toreflect CSI,
which was previously accounted for under the equity method of
accounting, as a consolidated subsidiary for the full year. The pur-
chase price allocation resulted in identifiable intangible assets of
$69.2 million, which are being amortized over three to ten years,
and goodwill of $222.6 million,

Other acquisitions for 200! include the acquisition of four
merchant portfolios, a gift card services company, an online
payments provider and a transaction processing business for local,
state and federal governmental entities.

The pro forma impact of all 2001 acquisitions on net income
was not material.

2000 ACQUISITIONS

First Data Loan Company Canada serves as the acquiring entity for
the Canada Trust MasterCard merchant portfolio, which was
acquired in 2000. In additon, other acquisidons for 2000 include
the acquisition of a remittance processing business.

In September 2000, FDC obtained a controlling interest in the
GCA joint venture formed in 1998. The Company increased its
ownership interest in this joint venture to 67%. The $45.0 million
cost of the additional ownership interest (of which $24.5 million is
in the form of a promissory note, subsequently paid off in 2001)
is included within the $63.1 million for bank alliance programs in
the foregoing table. The remaining $18.1 million relates to the
Company’s purchase of a bank alliance partner’s 50% interestin a
merchant portfolio.




All of the above business combinations and asset acquisitions
have been accounted for as either purchases or investments in affil-
iates accounted for using the equity method of accounting.

The following table outlinies the net assets acquired to the net cash
paid for acquisitions (at date of acquisition):

Year Ended December 31, 2002 2001 2000

(in millions)

Fair value of net assets acquired $667.7 $1,163.3 $99.3

Less non-cash consideration (25.2) (166.2) (24.5)
Less cash acquired (23.1) (42.6) (21.9)
Net cash paid for acquisitions $619.4 $§ 954.5 $52.9

The acquisition of a 50% interest in the CUETS merchant
processing business and the investment in a money transfer agentin
2002 have been reflected as a $9.4 million investment in affiliates,
accounted for under the equity method.

The acquisition of a partialinterest in FEXCG in 2001 has been
reflected as a $65.0 million investment in affiliates, accounted for
under the equity method. The $54.9 million excess of purchase price
over FDC’s 23% interest in the tangible net assets of FEXCO was
allocated to goodwill and software.

The remaining fair value of net assets acquired in 2002, exclud-
ing the equity method investments noted above, includes goodwill
of $375.6 million and other intangibles of $260.8 million (primari-
ly acquired contracts, non-compete agreements and software),
with useful lives of one to 23 years (average of ten years). The aggre-
gate amount of goodwill and other intangibles, including purchase
accounting adjustments, for 2001 and 2000 was $1,251.7 million
and $95.8 million, respectively. Initial goodwill in 2002 was record-
ed as follows; payment services $122.0 million, merchant services
$211.8 million, card issuing $8.3 million, and emerging payments
$33.5 million. FDC recorded exit liabilities of $3.7 million and $0.2
million in 2002 and 2000, respectively. No exit liabilities were
recorded in 2001. At December 31, 2002 and 2001, FDC had total
remaining acquisition reserves of $7.1 million and $7.6 million,
respectively. Some of the purchase price allocations are preliminary.
The Company does not expect any significant adjustments to the
preliminary purchase price allocations.

The terms of certain of the Company’s acquisition agreements
provide for additional consideration to be paid if the acquired enti-
ty’s results of operations exceed certain targeted levels or if certain
other conditions are met, as well as other payments or receipts of
cash related to certain events that transpired subsequent to the
acquisition of certain companies. Targeted levels are generally
set substantially above the historical experience of the acquired
entity at the time of acquisition. Such additional consideration is
paid in cash and with shares of the Company’s common stock or
subsidiary equity, and is recorded when earned as additional pur-
chase price. Additional consideration was paid totaling $42.4 million
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in 2002, $85.8 million in 2001 (including $52.9 million in the form of
FDC common stock), and $47.3 million in 2000. The maximum
amount of remaining contingent consideration consists of 3 million
shares of a subsidiary’s common equity (currentvalue of $8.1 million)
and $104.1 million, none of which was earned in 2002 and accrued
at December 31, 2002,

MOTE 4: INVESTMENTS !N AFFILIATES

Operating results include the Company’s proportionate share of
income from affiliates, which consist of unconsclidated investments
and joint ventures accounted for under the equity method of
accounting. The most significant of these affiliates are related to the
Company’s merchant bank alliance program.

A merchant bank alliance, as it pertains to investments account-
ed for under the equity method, is a joint venture between FDC and
a financial institution that combines the processing capabilities and
management expertise of the Company with the visibility and dis-
tribution channel of the bank. The joint ventures acquire credit and
debit card transactions from merchants. The Company provides
processing and other services to the joint ventures and charges fees
to the joint venture primarily based on contractual pricing. These
fees have been separately identified on the face of the Consolidated
Statements of Income. At December 31, 2002, there were 15
affiliates accounted for under the equity method of accounting,
comprised of six merchant alliances and nine strategic investments
in companies in related markets, including Western Union agents. As
discussed in Note 3, the 2002 amounts reflect the retroactive consol-
idations back to January 1, 2002, of the Huntington Merchant
Services, Wachovia Merchant Services and Wells Fargo Merchant
Services alliances based on the Company gaining a controlling inter-
est in each of these alliances in the third quarter of 2002. The
presentation below, therefore, excludes results and balances for these
three entities for 2002. In the fourth quarter of 2002, the Company
increased its investment in one of its merchant alliances by $41.9
million as the Company funded it’s proportionate share of the
purchase of the Canadian merchant business of the Bank of Nova
Scotia (“ScotiaBank”) by Paymentech, which is jointly owned by
FDC and Bank One and is part of the Bank One alliance. The
additional investment is included in “payments related to other
businesses previously acquired” on the Consolidated Statements of
Cash Flows. The 2001 amounts and balances include the results of
the three alliances consolidated in 2002 but exclude the results and
balances of CSI. The Company increased its ownership interest in
CSI to 100% in the fourth quarter of 2001 and retroactively consol-
idated CSI back to January 1, 2001.
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A summary of financial information for the merchant alliances and
other affiliates accounted for under the equity method of account-
ing is as follows:

December 31, 2002 2001

(in millions)

Total assets $3,406.2 $4,552.6

Total liabilities 2,326.2 3,638.6

Year Ended December 31, 2002 2001 2000
(in millions)

Net operating revenues $1,254.9 $1,480.7 $1,403.0
Operating expenses 873.4 948.3 966.6
Operating income 381.5 532.4 436.4
Net income 311.3 463.5 377.9
FDC share of netincome 143.4 225.8 186.2
Amortization expense 24.8 41.9 50.9
FDC equity earnings $ 1186 § 1839 § 1353

The primary components of assets and liabilities are settlement-
related accounts as described in Note 5 below.

The formation of a merchant alliance generally involves each of
the Company and a financial institution contributing merchant con-
tracts to the alliance and a cash payment from one owner to the
other to achieve the desired ownership percentage for each. The
asset amounts reflected above are owned by the aliances and other
equity method investees and do not include any of such payments
made by the Company. The amount by which the total of the
Company’s investments in its joint ventures exceeded its propor-
tionate share of the joint ventures’ net assets totaled $544.6 million
and $614.7 million at December 31, 2002 and 2001, respectively.
Prior to 2002, the entire excess was being amortized, however, in
connection with the January 1, 2002 adoption of SFAS 142, the
Company ceased amortizing the $369.2 million portion of the
excess deemed to be goodwill.

NOTE 5: SETTLEMENT ASSETS AND OBLIGATIONS

Setdementassets and obligations result from FDC’s processing serv-
ices and associated settlement activities, including settlement of
payment transactions. Settlement assets are generated principally
from paymentinstrument sales (primarily official checks and money
orders) and merchant services transactions. FDC records corre-
sponding settdement obligations for amounts payable to merchants
and for payment instruments not yet presented for settlement. The
difference in the aggregate amount of such assets and liabilities is
primarily due to unrealized net investment gains and losses, which
are reported as OClI in stockholders’ equity.
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The principal components of FDC’s settlement assets and obli-
gations are as follows:

December 31, 2002 2001

(in millions)

SETTLEMENT ASSETS

Cash and cash equivalents $ 5,536.8 § 3,893.1

Investment securities 10,141.2 8,434.8

Due from card associations 513.4 344.5

Due from selling agents 497.1 494.5
$16,688.5 $13,166.9

SETTLEMENT OBLIGATIONS

Payment instruments outstanding $13,090.6  $10,659.7

Card settlements due to merchants 1,077.2 836.5

Due to selling agents 2,126.5 1,604.4
$16,294.3 $13,100.6

Cash equivalents consist of short-term time deposits, commer-
cial paper and other highly liquid investments. See Note 6 for
information concerning the Company’s investment securities. Due
from selling agents includes transactions with certain non-consoli-
dated affiliates of $31.3 million and $21.1 million at December 31,
2002 and 2001, respectively.

FDC generates revenues from its investment of certain settle-
ment assets, a substantial majority of which are cash equivalents
and investment securities within the Company’s payment services
business. At December 31,2002, 99% of the payment services port-
folio was invested in AA or ahove-rated sccurities. Payment services
investment portfolio balances averaged $12.0 billion in 2002, $10.0
billion in 2001, and $7.8 billion in 2000. Investment revenues
(before commissions to certain selling agents) from payment serv-
ices portlolios totaled $482.0 million in 2002, $466.3 million in
2001 and $411.7 million in 2000 (8698.6 million, $637.3 million

and $564.2 million, respectively, on a pre-tax equivalent basis).
NOTE 6: INVESTMENT SECURITIES

Investment securities are a principal component of the Company’s
settlement assets, and represent the investment of funds received by
FDC fromthe sale of paymentinstruments (principally official checks
and money orders) by authorized agents. The Company also main-
tains various other investments, primarily equity securities, which are
classified as available-for-sale and carried at fair market value of
$114.9 million at December 31, 2002 and $230.8 million at
December 31, 2001. During 2000 FDC completed the merger of its
joint venture, TransPoint with CheckFree. The merger resulted in
FDQC receiving consideration of 6.6 million shares of CheckFree
stock and recognizing a pre-tax gain of $186.0 million. In September
2001, the Company recorded a $142.8 millionimpairment charge for
the Company’s investiment in CheckFree due to a decline in market



value that was considered other than temporary. During 2002, the
Company recorded a $9.6 million gain on the sale of a portion of the
Company’s investment in CheckFree. In addition, the Company has
investments in equity securities and other investments that are not
publicly traded, which are carried at cost of $53.0 million and $54.1
million at December 31, 2002 and 2001, respectively. See Note 2 for
additional discussion pertaining to write-down of investments.
Within settlement assets, virtually all of FDC’s investment
securities are debt securities, most of which have maturities greater
than one year. At December 31, 2002, 61% of these debt securities
mature within five years and nearly 100% within 10 years. Realized
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pre-tax gains from the sale of these investment securities were $65.4
million for 2002, $34.4 million for 2001 and $12.3 million for 2000.
The net of tax amount of the realized gains that the Gompany
reclassified out of “other comprehensive income” into investment
income for the years ended December 31, 2002, 2001 and 2000
were $42.5 million, $22.4 million and $8.0 million, respectively. The
Company uses specific identification to determine the cost of a
security sold and the amount of gains and losses reclassified out
of other comprehensive income. The Company received proceeds
from these sales of $1,961.3 million, $1,324.3 million and $853.5
million in 2002, 2001 and 2000, respectively.

The principal components of investment securities, which are carried at fair value, are as follows:

Fair Amortized Net Unrealized
Value Cost Gain (Loss)
(in millions)
December 31, 2002
State and municipal obligations $ 9,925.8 $9,530.6 $395.2
Corporate bonds 4.9 5.0 (0.1)
Adjustable rate mortgage-backed securities 85.5 85.3 0.2
Other 292.9 356.4 (63.5)
Totals $10,309.1 $9,977.3 $331.8
December 31, 2001
State and municipal obligations $ 8,123.0 $8,052.9 $ 70.1
Corporate bonds 27.8 29.0 (1.2)
Adjustable rate mortgage-backed securities 117.7 119.6 (1.9)
Other 454.2 491.2 (37.0)
Totals $ 8,722.7 $8,692.7 $ 30.0

NOTE 7: NOMDERIVATIVE AND DERIVATIVE FIMANCIAL INSTRUMENTS
NONDERIVATIVE FINANCIAL INSTRUMENTS

Concentration of credit risk

FDC maintains cash and cash equivalents, investment securities and
certain hedging arrangements (for specified purposes) with various
financial institutions. The Company limits its concentration of these
financial instruments with any one institution, and periodically reviews
the credit standings of these institutions. FDC has a large and diverse
customer base across various industries, thereby minimizing the credit
risk of any one customer to FDC’s accounts receivable amounts. In
addition, each of the Company’s business units perform ongoing
credit evaluations of their customers’ financial condition.

Management of nonderivative financial instrument risks

FDC does not hold or issue financial instruments for trading
purposes. FDC encounters credit and market risks related to the
Company’s financial instruments, principally its investment

securities. The Company attempts to mitigate credit risk by making
high-quality investments. Substantially all of its long-term debt
investment securities have credit ratings of “AA” or better from a
major rating agency. FDC maintains a large portion of its settlement
assets in cash and cash equivalents, thereby mitigating market risks
(such as a reduction in the fair value of long-term investment secu-
rities due to rising interest rates) that could impact the Company’s
funding of its settlement obligations.

Hedge of a net investment in a foreign operation

The Company has a net investment in a Japanese entity of approx-
imately $14.3 million and $13.3 million at December 31, 2002 and
2001, respectively. In order to eliminate the impact of foreign
currency movements on the Company’s financial position, the
Company hedged its Japanese yen (“yen”) exposure with
anonderivative debt instrument denominated in yen having a value
of approximately $13.8 million and $13.0 million at December 31,
2002 and 2001, respectively.
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The amount of the debt approximates the amount of the net
investment in the Japanese entity. The Company designated the non-
derivative debt instrument as a hedge of the net investment in the
Japanese entity. Accordingly, no hedge ineffectiveness results from the
transaction. The amount the Company realized in OCI for the years
ended December 31, 2002 and 2001 offsetting the foreign currency
translation loss on the investment was immaterial.

Fair value of financial instruments

Carrying amounts for certain of FDC’s financial instruments
{cash and cash equivalents and short-term borrowings) approxi-
mate fair value due to their short maturities. These instruments
are not in the following table, which provides the estimated fair
values of other nonderivative financial instruments and derivative
financial instruments.

2002 2001

Carrying Fair Carrying Fair
December 31, Value Value Value Value
(in millions)
NONDERIVATIVE FINANCIAL INSTRUMENTS
Long-term investment securities $10,309.1 $10,309.1 $8,722.7 $8,722.7
Long-term debt 2,561.8 2,794.4 2,684.8 2,786.5
DERIVATIVE FINANCIAL INSTRUMENTS
Interest rate swaps related to commissions payable, net $ (466.6) $ (466.6) $ (135.5) $ (135.5)
Interest rate and foreign currency swaps related to fixed rate debt 37.9 37.9 (52.7) (52.7)
Costless collars used to hedge investment in certain equity securities 53.6 53.6 39.6 39.6
Foreign currency options and forward contracts (16.4) (16.4) 9.1) 9.1)

The estimated fair values of nonderivative financial instruments
are based primarily on market quotations whereas the estimated
fair values of derivative financial instruments are based on dealer
quotations. Accordingly, these estimated values may not be rep-
resentative of actual values that could have been realized as of the
year-end dates or that will be realized in the future.

DERIVATIVE FINANCIAL INSTRUMENTS

Accounting for derivative instruments and hedging activities

The Company utilizes certain derivative financial instruments to
enhance its ability to manage risks that exist as part of ongoing busi-
ness operations. The Company recognizes all derivatives on the
Consolidated Balance Sheets at their fair value. The estimated fair
value of the derivatives is based primarily on dealer quotations. The
Company presently uses derivatives to mitigate cash flow risks with
respect to forecasted transactions and changes in interest rates and
fair value risk related to changes in foreign exchange and interest
rates. On the date the derivative contract is entered into, the
Company designates the derivative asahedge of aforecasted trans-
action (cash flow hedge) or as a hedge of a change in fair value (fair
value hedge). Changes in the fair value of a derivative that 1s desig-
nated and qualifies as a cash flow hedge are recorded in OCI and
reclassified 1nto earnings in the same period or periods the hedged
transaction affects earnings. Changes in the fair value of a deriva-
tive thatis designated and qualifies as a fair value hedge are generally
recorded immediately in earnings along with the corresponding
change in fair value of the hedged item. Although the Company did
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not have any derivative instruments that were not designated as a
hedge at December 31, 2002 or 2001, if the Company had such
instruments the changes in their fair value would be recorded
immediately in earnings.

The Company formally documents all relationships between
hedging instruments and hedged items, as well as its risk man-
agement objective and strategy for undertaking various hedge
transactions. This process includes linking all derivatives that are
designated as cash flow hedges to forecasted transactions and link-
ing the fair value hedge to the existing liability. The Company also
formally assesses, both at the hedge’s inception and on an ongoing
basis, whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in cash flows or fair value
of the hedged items. If it is determined that a derivative is not
highly effective as a hedge or if a derivative ceases to be a highly
effective hedge, the Company will discontinue hedge accounting
prospectively for such derivative.

Risk management objectives and strategies

The Company is exposed to various financial and market risks,
including those related to changes in interest rates, foreign currency
rates and equity prices that exist as part of its ongoing business
operations. The Company utilizes certain derivative financial
instruments to enhance its ability to manage these risks. Derivative
Instruments are entered into for periods consistent with related
underlying exposures and do not constitute positions independent of
those exposures. The Company does not enter into contracts for
speculative purposes.



The Company’s policy is to minimize its cash flow exposure to
adverse changes in interest rates, foreign currency exchange rates and

equity prices. The Company’s objective is to engage in risk manage-

ment strategies that provide adequate downside protection.
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mately $200 million of losses in OCI related to the interest rate swaps
are expected to be reclassified into revenue. However, the loss recog-
nized on the interest rate swaps is expected to be offset by lower
commission expense charged against revenues.

CREDIT RISK

FDC does not believe that its derivative financial instruments
expose it to more than a nominal amount of credit risk, as the coun-
terparties are established, well-capitalized financial institutions
with a major rating agency credit rating of “A” or better. The cred-
it risk inherent in these agreements represents the possibility that a
loss may occur from the nonperformance of a counterparty to the
agreements. The Company monitors the credit risk of these coun-
terparties and the concentration of its contracts with any individual
counterparty. FDC anticipates that the counterparties will be able
to fully satisfy their obligations under the agreements. FDC’s expo-
sures are in liquid currencies (euros, British pounds and Australian
dollars) and active equity markets, so there is minimal risk that
appropriate derivatives to maintain the hedging program would not
be available in the future.

CASH FLOW HEDGES

Interest rate derivatives .

Aportion of the Company’s payment services business involves the
payment of commissions to selling agents that are computed based
on short-term, primarily three-month, interest rates. These agree-
ments expose the Company to variability in commission payments
due tochangesin interest rates. The Company has interest rate swap
agreements, which serve to effectively convert the variable rate com-
missions paid to agents to fixed rate amounts while the Company
receives payments principally based on three-month variable rates.
The aggregate notional amount of these interest rate swap agree-
ments was $6.0 billion and $4.8 billion at December 31, 2002 and
2001, respectively. The notional amount represents the portion of
future agent commissions hedged by these interest rate swaps.

The critical terms of the interest rate swap and the hedged
comrmission payment obligation are the same. Accordingly, no inef-
fectiveness arises relating to these cash flow hedges. Changes in the
fair value of interest rate swaps designated as hedging instruments of
the variability of cash flows associated with floating rate commission
payment obligations, are reported in OCL. These amounts subse-
quently are reclassified into revenue in the same period in which the
commissions are paid. As of December 31, 2002, the maximum
length of time over which the Company is hedging its exposure to
the variability in future cash flows associated with interest rate risk is
ten years. More than 97% of these interest rate swaps expire in seven
years or less. During the year ending December 31, 2003, approxi-

Foreign currency derivatives

The Company’s cash flows are exposed to foreign currency risk
from transactions denominated in foreign currencies, primarily the
euro, British pounds and the Australian dollar. The Company uti-
lizes foreign currency options, forward exchange contracts and
currency swaps, which qualify as cash flow hedges to mitigate some
of thisrisk. These are intended to offset the effect of exchange rate
fluctuations on forecasted sales and intercompany royalties for the
next twelve months, and long-term debt that matures on March 11,
2004. Gains and losses on the derivatives are intended to offset loss-
es and gains on the hedged transactions in an effort to reduce the
earnings volatility resulting from fluctuating foreign currency
exchange rates.

The Company did not have any foreign currency put options
denominated in euros or British pounds (“pounds”) at December 31,
2002. The aggregate notional amount of the foreign currency
put options at December 31, 2001 was 10.0 million euros and 12.0
million pounds. The aggregate notional amount of the euro foreign
currency forward sale contracts was 138.2 million euros and 180.8
million euros at December 31, 2002 and 2001, respectively. The
Company did not have any foreign currency forward sale contracts
denominated in pounds at December 31, 2002. The aggregate
notional amount of the pounds foreign currency forward sale con-
tracts at December 31, 2001 was 12.0 million pounds. The aggregate
notional amount of the foreign currency swaps was 10.0 million
euros at December 31, 2002 and $158.4 million Australian dollars at
December 31,2002 and 2001. The notional amount represents the
portion of forecasted foreign currency denominated revenues, inter-
company royalties or long-term debt hedged by the option, forward
and swap contracts.

Since the critical terms of the options, forward and swap con-
tracts and the hedged transactions are the same, the amount of
ineffectiveness relating to these cash flow hedges is immaterial.
Changes in the fair value of the options and forward contracts des-
ignated as hedging instruments of the variability of cash flows
associated with foreign currency risk are reported in OCIL. These
amounts subsequently are reclassified into revenue or expense in the
same period in which the foreign currency transactions occur. As of
December 31, 2002, the maximum length of time over which the
Company is hedging its exposure to the variability in future cash
flows associated with foreign currency risk is one year for revenues
and 15 months with respect to the long-term debt. During the year
ending December 31, 2003, approximately $15.4 million of losses
in OCI related to the options and forward contracts are expected to
be reclassified into revenue.
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Other cash flow hedges
The Company holds investments in equity securities of certain pub-
licly traded companies and has hedged the anticipated future cash
flows related to certain of these investments through the use of
costless collars (the sale of a call option on the investment shares,
combined with the purchase of a put option on the same amount of
shares). The fair value of the underlying shares subject to the collars
was $62.6 million and $52.2 million as compared with the aggre-
gate put value of $115.9 million and $97.9 million at December 31,
2002 and 2001, respectively. Based upon the Company’s intent to
scll the underlying shares upon the maturities of the collars, the col-
lars qualify, and have been designated, as cash flow hedges. Since
the critical terms of the costless collars match the critical terms of
the investment, any mark-to-market changes in the underlying
shares are recorded as an adjustment to OCI and will subsequently
be reclassified into earnings in the periods the costless collars settle.
As of December 31, 2002, the maximum length of time over

from certain fixed rate debt. Under these agreements, the Company
swapped certain fixed rate debt to floating rate debt. Changes in the
fair value of the interest rate swap will offset changes in the fair
value of the debt. Accordingly, there is no ineffectiveness related
to these interest rate swaps.

The aggregate notional amount of these interest rate swaps
was $1.2 billion at December 31, 2002 and 2001. The notional
amount represents the amount of long-term debt subject to the
interest rate swaps.

ACCUMULATED DERIVATIVE GAINS OR LOSSES

The following table summarizes activity in other comprehensive
income for the years ended December 31, 2002 and 2001, relat-
ed to derivative instruments classified as cash flow hedges held by
the Company:

which the Company is hedging its exposure to the variability in 2002 2001
future cash flows associated with certain equity securities is five ~ Accumulated loss included in other
years. The costless collars begin to settle at various dates beginning comprehensive income at January 1 $ (69.1) —
in 2004. Accordingly, no amounts are expected to be reclassified ~Cumulative effect of adopting SFAS 133
into income or expense during the year ended December 31, 2003, as of January 1, 2001 — $(24.8)
Less: Reclassifications into earnings
FAIR VALUE HEDGES from other comprehensive income 119.6 46.3
50.5 21.5
fnterest rate swaps Changes in fair value of derivatives - loss (332.1) (90.6)
During 2001, the Company entered into certain interest rate swap  Accumulated loss included in other
agreements to hedge the exposure of changes in fair value resulting comprehensive income at December 31 $(281.6)  $(69.1)
NOTE 8: INCOME TAXES
Year Ended December 31, 2002 2001 2000
(in millions)
COMPONENTS OF PRE-TAX INCOME BEFORE CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINGIPLE
Domestic $1,609.8 $1,181.4 $1,262.8
Foreign 60.3 30.0 45.5
$1,670.1 $1,211.4 $1,308.3
PROVISION FOR INCOME TAXES BEFORE CUMULATIVE EFFECT OF A CHANGE It ACCOUNTING PRINGIPLE
Federal $ 3749 $ 2816 $ 3295
State and local 58.0 49.1 42.5
Foreign 0.7) 6.1 6.7
$ 432.2 § 336.8 $ 378.7
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The Company’s effective tax rates differ from statutory rates as follows (the tax rate differences are calculated by excluding the impact of
restructuring, impairments, litigation and regulatory settlements, investment gains and losses and divestiture items , from pre-tax income.

The impact of these items is separately disclosed):

Year Ended December 31, 2002 2001 2000
Federal statutory rate 35.0% 35.0% 35.0%
State income taxes, net of federal income tax benefit 2.2 2.4 2.4
Nondeductible amortization of intangible assets — 2.0 1.9
Interest earned on municipal investments (7.8) (7.8) (8.0
Restructuring, impairments, litigation and regulatory settlement,
investment gains and lesses, divestitures net (0.4) (1.2} 0.4
Tax credits (0.6) 0.7) (0.7)
Dividend exclusion (0.6) {0.6) (0.9)
Other (1.9) (1.3) (1.1)
Effective tax rate 25.9% 27.8% 29.0%
FDC’s income tax provisions consist of the following components:
Year Ended December 31, 2002 2001 2000
(in millons)
Current $369.2 $307.6 $327.1
Deferred 63.0 29.2 21.6
$432.2 $336.8 $378.7

Income tax payments of $105.0 million in 2002 are less than
current expense primarily due to tax benefits associated with exer-
cise of stock options recorcded directly to equity for 2002 and an
overpayment of 2001 tax applied to the 2002 tax liability. Income
tax payments in 2001 of $270.7 million are less than current
expense primarily due to tax benefits recorded directly to equity
for the exercise of stock options in 2001. Income tax payments of
$569.9 million in 2000 are greater than current expenses due to tax
on the 1999 disposition of First Data Investor Services Group not
due until first quarter of 2000.

Deferred tax assets and liabilities are recognized for the expect-
ed tax consequences of temporary differences between the book
and tax basis of the Company’s assets and liabilities. There was no
valuation allowance in 2002 or 2001. Net deferred tax liabilities

are included in “accounts payable and other liabilities” on the
Consolidated Balance Sheets.

The following table outlines the principal components of deferred

tax items:

December 31, 2002 2001

(in mullions)

DEFERRED TAX ASSETS RELATED TO

Accrued expenses $137.6 $1814

Pension obligations 64.7 31.3

Employee related liabilities 37.7 51.7

Deferred revenues 8.9 5.0

Unrealized hedging and securities loss, net 35.6 40.8

Other 14.3 32.6
298.8 342.8

DEFERRED TAX LIABILITIES RELATED TO
Property, equipment and intangibles ) )
Sale/exchange of equity interest in affiliates (87.8) )
Other (51.1) (54.3)
) )
) )

Net deferred tax liabilities $(251.7
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NOTE 9: BORROWINGS

December 31, 2002 2001
(in millions)
SHORT-TERM BORROWINGS
Commercial paper $ 349.9 § 2784
6 5/8% Notes due 2003 200.0 —
Capital lease obligations 21.5 1.5
Other short-term borrowings 1.3 137.4
LONG-TERM DEBT
Medium-term notes 347.9 347.5
6 3/4% Notes due 2005 199.5 199.4
6 5/8% Notes due 2003 — 1999
5 5/8% Notes due 2011 644.7 644.1
4 7/10% Notes due 2006 647.1 646.3
4 7/8% Convertible notes due 2005 16.7 50.0
2% Senior convertible notes due 2008 536.0 534.8
Floating rate note 100.0 100.0
Capital lease obligations 16.4 0.2
Other long-term debt 15.6 15.3
Adjustments to carrying value

for mark-to-market of interest

rate and foreign currency swaps 37.9 (52.7)

$3,134.5  $3,102.1

The Company’s commercial paper borrowings during the years
ended December 31, 2002 and 2001 had weighted-average interest
rates of 1.7% and 2.0%, respectively.

The Company has a $1.5 billion commercial paper program
that is supported by a $1.1 billion revolving credit facility (“the
facility”), which expires on November 3, 2005. As of December 31,
2002, the Company had $349.9 million of commercial paper
borrowings outstanding under the program. Interest rates for
borrowings under the facility are based on market rates. The
facility contains customary covenants, which are not expected to
significantly affect FDC’s operations. At December 31, 2002, the
Company was in compliance with all of these covenants.

During 2002, the Company entered into capital lease agreements
to finance the purchase of equipment and software. The terms of the
capital leases range from two to three years and resulted in the
Company recording an additional $18.6 million in short-term and
$14.6 million in long-term borrowings at December 31, 2002.
Payments on the lease obligations will be made from cash provided by
operating activities.

In November 1999, the Company established a $300 million
extendable commercial notes (“ECN”) program. As of December
31, 2002 and 2001, there were no outstanding notes under the
ECN program.

87 — FIRST DATA CORPORATION 2002 ANNUAL REPORT

In conjunction with the purchase of the remaining 50% own-
ership in CSIin December 2001, the Company issued a promissory
note in the amount of $123.8 million that was paid in January 2002.

In addition, FDC has bank credit lines of $250 million. The
interest rates for borrowings under the credit lines are based on
market rates. As of December 31, 2002, there were no borrowings
outstanding under these credit lines.

In Novemnber 2001, the Company issued $650 million of 4 7/10%
senior notes due 2006 and $650 million of 5 5/8% senior notes due
2011 and received net proceeds of $646 million and $644 million,
respectively. The proceeds from these offerings were used to repay
outstanding commercial paper, fund acquisitions and repurchase
common stock. Interest on the notes, which are public debt offerings,
is payable semi-annually in arrears. The notes do not have sinking fund
obligations. In conjunction with the November 2001 debt offerings,
the Company entered into several five-year interest rate swaps to
receive interest at a fixed rate of 4 7/10% and to pay interest at a vari-
able rate equal to LIBOR plus 0.1738%. The Company expects the
change in the fair value of the interest rate swaps to offset changes in
the fair value of the fixed rate debt due to market interest rate changes.
AtDecember 31, 2002, the interest rate swap effectively increased the
fair value of the $647.1 million 4 7/10% term notes by $30.1 million.
AtDecember 31,2001, the interest rate swap effectively decreased the
fair value of the $646.3 million 4 7/10% term notes by $25.5 million.

In the first quarter of 2001, the Company issued $542 million
of 2% Senior Convertible Contingent Debt Securities due 2008
{(*CODES”), and received net proceeds of approximately $535 mil-
lion. The securities are contingently convertible into approximately
13.2 million shares, at $40.95 a share, once certain conditions are sat-
isfied based upon the trading price of the Company’s common stock
at a premium and/or the CODES. The CODES are redeemable at
the option of the Company commencing March 1, 2004 and at the
option of holders of the CODES onMarch 1,2004 and 2006. Interest
is payable semi-annually in arrears. The securities do not have sinking
fund obligations.

The available shelf registration at December 31, 2000 was fully
utilized in 2001. During 2001, the Company filed a $1.5 billion shelf
registration facility providing for the issuance of debt and equity
securities (of which $200 million remained available as of
December 31, 2002).

During March 1999, the Company entered into a $100 million,
five-year maturity debt financing (“Floating rate note”) with a float-
ing interest rate based on LIBOR. Under certain circumstances the
financing may be prepaid. The debt and interest are denominated in
Australian and New Zealand dollars, respectively. Through a series of
currency swap agreements the Company’s obligations have been
effectively converted to U.S. dollar denomination. At December 31,
2002, the foreign currency swap decreased the fair value of the $100
million floating rate note by $0.5 million. At December 31, 2001, the
foreign currency swap decreased the fair value of the $100 million
floating rate note by $21.1 million.



The outstanding medium-term notes have interest rates rang-
ing from 5.80% to 6.38% and are due at various dates through
2008. Interest on the 6 5/8% and 6 3/4% term notes, which are
public debt offerings, is payable semi-annually in arrears. These
notes do not have sinking fund obligations and they are not
redeemable prior to maturity.

In 2001, the Company entered into two interest rate swaps to
receive interest at the fixed rates of 6 5/8% and 6 3/4%, respec-
tively, and to pay interest at variable rates equal to LIBOR plus
3.52% and 2.415%, respectively. The Company expects the
changes in the fair value of the interest rate swaps to offset changes
in the fair value of the fixed rate debt due to market interest rate
changes. At December 31, 2002, the interest rate swaps effectively
increased the fair value of the $200 million 6 5/8% term notes and
$199.5 million 6 3/4% termnotes by $0.1 million and $8.2 million,
respectively. At December 51, 2001, the interest rate swaps effec-
tively decreased the fair value of the $199.9 million 6 5/8% term
notes and $199.4 million 6 3/4% term notes by §1.4 million and
$4.7 million, respectively.

In December 1998, in conjunction with the execution of a card
issuing services processing contract, the Company issued a seven-year
$50 million convertible debenture at an interest rate of 4 7/8%.
Subject to customary covenants and conditions, the note is not
redeemable prior to maturity. In December 2002, $33.3 million of the
note was converted into 1.83 million shares. The remaining §16.7
million note is convertible into approximately .91 million shares.

Aggregate annual maturities of long-term debt are $124.5 mil-
lion in 2004, $222 million in 2005, $648 million in 2006, and §248.5
million in 2007 and $1,280.9 million in all periods thereafter.

Some of the Company's borrowing agreements have certain
restrictive covenants that may include limitations on the amount
of subsidiary indebtedness, the allowance of liens, entering sale
and leaseback transactions, the declaration of dividends by the
Company’s subsidiaries, and certain fundamental changes by the
Company. The Company would also be in default if the Company
failed to pay certain obligations or failed to maintain an interest
coverage ratio of not less than 2.5 to 1. The Company’s current
interest coverage ratiois 15.4 to 1.
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MOTE 10: SUPPLEMENTAL BALANCE SHEET INFORMATION

December 31, 2002 2001
(in mallions)

ACCOUNTS RECEIVABLE

Customers $1,1814 § 8693

Unconsolidated merchant alliances 80.8 59.8

Interest and other receivables 201.3 176.5

1,463.5 1,105.6

Less allowance for doubtful accounts (66.5) (54.6)

$ 1,397.0 $1,051.0

PROPERTY AND EQUIPMENT

Land $ 389 § 322
Buildings 259.4 203.3
Leasehold improvements 159.7 142.8
Equipment and furniture 1,651.7 1,463.4
Equipment under capital lease 38.9 5.4
2,148.6 1,847.1
Less accumulated depreciation
and amortization (1,398.0)  (1,192.2)
$ 7506 § 654.9
OTHER ASSETS
Investments $ 1679 § 2849
Regulatory and escrowed cash 258.2 213.1
Derivative financial instruments 140.0 65.6
Prepaid expenses 123.0 121.6
Inventory 75.3 79.3
Other 55.8 121.5
$ 8202 § 886.0
ACCOUNTS PAYABLE AND OTHER LIABILITIES
Accounts payable and accrued expenses $ 7494 § 5838
Compensation and benefit liabilities 264.4 237.3
Pension obligations 172.7 67.3
Accrued costs of businesses acquired
(including deferred acquisition
consideration) 105.9 104.7
Income taxes payable 331.1 216.2
Deferred income taxes 251.7 187.6
Minority interest 203.3 198.4
Derivative financial instruments 531.5 223.3
Other liabilities 396.1 371.0
$ 3,006.1 §2,189.6

88




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 11: RELATED PARTY TRANSACTIONS
MERCHANT ALLIANCES

A substantial portion of the Company’s business within the mer-
chant services segment 1s conducted through merchant alliances.
Certain merchant alliances, as it pertains to investments accounted
for under the equity method, are joint ventures between the
Company and financial institutions. No directors or officers of the
Company have ownership interests in any of the alliances. The
formation of these alliances generally involves each of the Company
and the bank contributing contractual merchantrelationships to the
alliance and a cash payment from one owner to the other to achieve
the desired ownership percentage for each. Concurrent with the
negotiations surrounding this process, the Company and the bank
negotiate a long-term processing services agreement. This agree-
ment governs the Company’s provision of transaction processing
services to the alliance. The Company, therefore, has two income
streams from these alliances, its share of the alliance’s net income
(classified as “equity earnings in affiliates”) and the processing fees
it charges to the alliance (classified as “transaction processing and
service fees”). The processing fees are based on transaction volumes
and unit pricing as contained in the processing services agreement
negotated with the alliance partner.

If the Company has majority ownership and management
control over an alliance, the alliance’s financial statements are con-
solidated with those of the Company and the processing fee is
treated as an intercompany transaction that is eliminated upon con-
solidation. If the Company does not have a controlling ownership
interest in an alliance, it uses the equity method of accounting to
account for its investment in the alliance. As a result, the Company’s
consolidated revenues include processing fees charged to alliances
accounted for under the equity method.

Based upon the fact that the Company negotiated all agreements
with each alliance bank, all transactions between the Company and its
alliances were conducted at arms length. However, SFAS No. 57,
“Related Party Disclosures,” defines a transaction between a Comparny
and an investee accounted for under the equity method to be a related
party transaction requiring the separate disclosure in the financial state-
ments provided by the Company.

OTHER AFFILIATES

The Company has an ownership interest in three international
agents, which are accounted for under the equity method of accoun-
ting. The Company pays these agents, as it does its other agents,
commissions for money transfer and other services they provide on
Western Union’s behalf. These commissions are negotiated at arms
length. Commissions paid to these agents for the years ended
December 31, 2002 and 2001 totaled $58.2 million and $48.0
million, respectively.
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SUBSIDIARIES

The Company has intercompany transactions with less than
wholly owned subsidiaries. The most significant of such transac-
tions arc between the Company and ¢eONE and its subsidiaries.
The Company provides eONE with services such as transaction
processing, administrative, legal and accounting services. Such
transactions are typically done at arm’s length, are subject to over-
sight by a committee of the Company’s Board of Directors, and are
ehiminated upon consolidation.

The Company also has limited transactions between its seg-
ments. These transactions are also eliminated upon consolidation.

TRANSACTIONS AND BALANCES INVOLVING DIRECTORS
AND COMPANY EXECUTIVES

Mr. Robinson, a member of the Board of Directors, and members of
his family control and have equity interests in RRE Investors, L.P;
RRE Ventures I, L.P; RRE Partners LLC; RRE Advisors, LLC;
RRE Ventures Fund I, L.P. and RRE Ventures III, L.P. Prior to
authorizing the investments as described below, Mr. Robinson’s inter-
ests in the transactions were disclosed to the Board or the Executive
Committee of the Board and the Board or Executive Committee
unanimously approved the transactions. The Company or eONE
made commitments of $3 million, $5 million, and $1 million in 1996,
1999, and 2001, respectively, to the above noted RRE partnerships.
eONE is required to pay the RRE partnerships an annual manage-
ment fee of between 2.0% and 2.5% of its capital commitment.
Such fees totaled $0.2 million, $0.3 million and $0.1 million in 2002,
2001 and 2000, respectively.

In July 2001, the Company acquired all of the outstanding equi-
ty interests in Achex. RRE Ventures Fund I, L.P. and RRE Ventures
II, L.P. held approximately 22% of the outstanding shares of pre-
ferred stock in Achex, Inc. at the time of the acquisition and received
payment for its shares at the same per share rate paid to the other pre-
ferred shareholders. The total purchase price for the preferred shares
held by RRE Ventures Fund I, L.P. and RRE Ventures II, L.P. were
$0.8 million and $4.8 million, respectively. At December 31, 2002
and 2001 the carrying value of eONE’s investment in the RRE ent-
ties was $2.9 million and $5.7 million, respectively.

The Company, RRE Ventures II, L.P. and other third-party
investors purchased equity securities issued by e-Duction Inc. In
connection with that financing, certain existing equity security
holders, including RRE Ventures I, L.P, received warrants to pur-
chase e-Duction common stock.

On November 10, 2000, the Company loaned Mr. Fote, chair-
man and chief executive officer of the Company, $2.0 million for six
months at 6.10% interest to allow Mr. Fote to exercise options to
purchase and hold common stock of the Company that were expir-
ing. The loan was approved by the Executive Committee of the
Board of Directors. On May 10, 2001, with the approval of the
Compensation and Benefits Committee of the Board of Directors,




the loan was extended for an additional six months at 6.01 % inter-
est. On November 8, 2001, Mr. Fote repaid the loan in full including
$0.1 million of interest.

On February 1, 2001, eONE loaned Mr. Staglin, a director of the
Company through March 6, 2002 and Chief Executive Officer of
e¢ONE, $16.9 million at 7.4% interest. Effective April 1, 2002, the
interestrate on the note was amended to make it annually variable with
an initial rate of 5.37%. The loan is secured by Mr. Staglin’s eEONE
stockand has 100% recourse astointerestand 50% recourse as toprin-
cipal, and was made to allow Mr. Staglin to exercise his options to
purchase Class B Common Limited Partnership Interests of eONE.

NOTE 12: COMMITMENTS AND CONTINGENCIES

The Company leases certain of its facilities and equipment under
operating lease agreements, substantially all of which contamn renew-
al options. Total rent expense for operating leases was $141.1 million
in 2002, $131.0 million in 2001 and $117.6 million in 2000.

Future minimum aggregate rental commitments at December 31,
2002 under all noncancelable leases, net of sublease income, are as
follows (in millions):

Year Amount
2003 $ 903
2004 73.0
2005 56.6
2006 45.6
2007 34.0
Thereafter 84.2
Total future lease payments $383.7

The sublease income is earned from leased space, which FDC
concurrently subleases to its customers with comparable time peri-
ods. Certain future lease rental income exceeds lease payments,
and was excluded from the rental commitment amounts above. At
December 31, 2002, these amounts totaled $43.2 million in FDC
obligations. The Company has guaranteed residual values aggre-
gating $80.8 million related to synthetic operating leases.

In addition, the Company has certain guarantees imbedded in
leases and other agreements wherein the Company is required to
relieve the counterparty in the event of changes in the tax code or
rates. The Company has not quantified the amount of such guar-
antees due to the impracticality of predicting the likelihood or
extent of the potential changes.

In connection with FDC’s money transfer business, the Company
entered into a mmimum purchase agreement with one of its data pro-
cessing vendors. Under this agreement, the Company is required to
purchase at least $100 million in goods and services over a period of
66 months commencing January 1, 1998. At December 31, 2002,
approximately $5.9 million in goods remained to be purchased under
this agreement, which has been satisfied in 2003. The Company has
since entered into a new agreement under which it is required to
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purchase atleast $70 million in goods and services over a period of 66
months commencing January 1, 2003.

In 1998, five putative class actions based on similar factual allega-
tions were filed in United States District Courts, a California state court
and a Texas state court against, among others, the Company or its
subsidiaries, including its Western Union Financial Services, Inc. sub-
sidiary. The plaintiffs in these actions claimed that an undisclosed
“commission” ischarged by the Company or its subsidiaries when con-
sumers transmit money to Mexico, in that the exchange rate used in
these transactions is less favorable than the exchange rate that the
Company or its subsidiaries receive when they trade dollars in the
international money market. The plaintiffs asserted that the Company
and its subsidiaries violated the law by failing to disclose this “commis-
sion” in advertising and in the transactions. Some of the plaintiffs also
asserted that the Company or its subsidiaries have discriminated
against persons who use their services to transmit money to Mexico, in
that the difference between the wholesale exchange rate and the
exchange rate used by Western Union in the Mexico transactions is
greater than the difference between the wholesale and exchange rates
used by the Company or its subsidiaries when transmitting funds to
other countries. The plaintiffs sought, among other things, injunctive
relief, imposition of a constructive trust, restitution, compensatory and
statutory damages, statutory penalties and punitive damages.

The parties to some of these actions reached a settlement under
which (1) the Company established a charitable fund for the advance-
mentof Mexican and Mexican-American causes in the amount of $4
million, (1) Western Union and Orlandi Valuta will issue coupons for
discounts on future money transfer transactions to Mexico to their
customers who transferred money from the U.S. to Mexico between
January 1, 1987 and August 31, 1999, {111) the Company will issue
coupons for discounts on future Western Union transactions to
customers who transferred money to Mexico from January 1, 1988
to December 10, 1996 using the MoneyGram service because
MoneyGram was previously operated by a subsidiary of the
Company, and (Iv) the Company will pay reasonable attorneys’ fees
and costs as well as the costs of settlement notice and administration.
The Company is implementing the final settlement, which resolves all
claims asserted against the Company in all five of the above actions.

On January 11, 2000, a subsequent putative class action that
makes allegations similar to the allegations described above was
filed in a California state court against the Company and its
subsidiaries, Western Union Financial Services, Inc. and Qrlandi
Valuta. The putative class consists of those persons who have used
Western Union’s or Orlandi Valuta’s services after August 31, 1999
to transmit money from California to Mexico, or who have used the
Western Union or Orlandi Valuta money transfer services to
transmit money from California to Mexico and have opted out of
one of the nationwide settlements discussed above. The plaintiffs
seek injunctive relief, imposition of a constructive trust, an account-
ing restitution, compensatory and statutory damages alleged to be in
excess of §500,000,000, statutory penalties in an amount of §1,000
for each offense, punitive damages, attorneys’ fees, prejudgment
interest, and costs of suit. The parties to this action have reached a

90




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

proposed settlement of all claims that includes the following:
(1) Western Union and Orlandi Valuta will issue coupons for discounts
on future money transfer transactions from California to Mexico to
class members who transferred money from California to Mexico
between January 1, 1987 and March 31, 2000; (2) the Company also
will make a payment of $1.5 million to be distributed to charitable
organizations that assist the Mexican and Mexican-American com-
munities in the State of California; (3) injunctive relief requiring
Western Union and Orland: Valuta to make additional disclosures
regarding their foreign exchange practices and to include a provision
in new and renewed contracts with agents in Mexico prohibiting the
imposition of an undisclosed charge on recipients of money transfers;
and (4)reasonable attorneys’ fees, expenses and costs as well as the costs
of settlement notice and administration. On October 7, 2002, the
courtissued an order preliminarily approving the proposed settlement
and enjoining the prosecution of any action that asserts claims that
would be resolved by the setdement. The court also has scheduled a
fairness hearing for August 4, 2003. If the settlement is not approved,
the Company intends to vigorously defend this action.

In 2001, two putative class actions based on similar factual alle-
gations were filed in the United States District Court for the Eastern
District of New York against the Company and its subsidiary, Western
Union Financial Services, Inc. asserting claims on behalf of a putative
worldwide class (excluding members of the settlement class certified
in one of the above actions). These actions have been consolidated
into a single action. The plaintiffs claim that the Company, Western
Union and Orlandi Valuta impose an undisclosed “charge” when
they transmit consumers’ money by wire either from the United States
to international locations or from international locations to the United
States, in that the exchange rate used in these transactionsis less favor-
able than the exchange rate that Western Union and Orlandi Valuta
receives when it trades currency in the international money market.
Plaintiffs further assert that Western Union’s failure to disclose this
“charge” in the transactions violates 18 U.S.C. section 1961 etseq. and
state deceptive trade practices statutes, and also asserts claims for civil
conspiracy. The plaintiffs seek injunctive relief, compensatory damages
in an amount to be proven at trial, treble damages, punitive damages,
attorneys’ fees, and costs of suit. The parties to thisactionreached apro-
posed settlernent of all claims that includes the following: (1) Western
Union (and, with respect to money transfer transactions from the U.S.
other than California to Mexico, Orlandi Valuta) will issue coupons for
discounts on future international money transfer transactions to cus-
tomers who transferred money from the U.S. to certain countries other
than Mexico between January 1, 1995 and approximately March 31,
2000 (for certain services, Western Union will issue coupons for trans-
actions conducted as late as December 31, 2001), from anywhere in
the U.S. other than California to Mexico between September 1, 1999
and March 31, 2000 (again, for certain services, Western Union will
issue coupons for transactions conducted aslate as December 31,2001),
from countries other than Canada to the U.S. between January 1, 1995
and March 31, 2000, and from Canada to the U.S. between January 1,
1995 and approximately July 31, 2002; (2) injunctive relief requiring
Western Union and Orlandi Valuta to make additional disclosures
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regarding their foreign exchange practices; and (3) reasonable attor-
neys’ fees, expenses and costs as well as the costs of settdlement notice
and administration. The proposed settlement has been submitted to
the Courtfor approval. If the settlement is not approved, the Company
intends to vigorously defend this action.

During the three months ended June 30, 2002, the Company
accrued $30.0 million as the estimated cost of settling the matters dis-
cussed in the preceding two paragraphs. The discounts on future
money transfer transactions will be recognized as incurred.

During the course of an examination of Western Union by the
New York State Banking Department (the “Banking Department™),
the Banking Departmentidentified alleged deficiencies relating to the
Federal Bank Secrecy Act, 30 USC§5311 et. seq. and its implementing
regulations (the “BSA’), the Official Compilation of Codes, Rules and
Regulations of the State of New York, title 3, Part 300.1(c) (“Part 300™),
and the supervision of agents required under New York Banking Law
Section 651-b and Part 406.3(g) as well as alleged failures to make cer-
tain filings under the BSA and Part 300 and to maintain a satisfactory
compliance program. The alleged deficiences were due in part to the
limitations of a cumbersome legacy compliance system and in partto
difficulties encountered in the ongoing migration from that legacy sys-
tem to a more automated compliance system and the centralization
of the compliance function in connection with the system change.

To resolve the matter without further action and without an
admission of wrongdoing by Western Union, on December 18, 2002,
Western Union and the Banking Department entered an agreement
related to Western Union’s enhanced regulatory compliance pro-
gram and requiring a monetary payment of $8.0 million to the
Banking Department. As partof the agreement, Western Union sub-
mitted its enhanced compliance program to the Banking Department
for approval. Western Union also has been working with the U.S.
Department of the Treasury (the “Treasury Department”) regarding
the Treasury Department’s determinations related to filings required
under the BSA for transactions occurring throughout the United
States. Without admitting or denying the Treasury Department’s
determinations, on March 6, 2003, Western Union entered into a
Consent to the Assessment of Civil Money Penalty and Undertakings
with the Treasury Department (the “Consent Agreement”) to achieve
a nationwide resolution of Western Union’s hability under the BSA
arising out of the facts set forth in the Consent Agreement. Pursuant
to the Consent Agreement, Western Union agreed to pay a monetary
paymentof $3.0 million to the Treasury Department and, by June 30,
2003, to (1) conduct additional testing of its systems by conducting fur-
ther research to identify suspicious activity in 2002 reportable under
the BSA and file additional reports as appropriate,(iI) file additional
reports of certain currency transactions that occurred in 2002 that
have been identified by Western Union, (1) ensure that all of its
money services business products will be subject to an effective system
of review for reporting suspicious transactions under the BSA, and
(1v) establish an enhanced nationwide due diligence policy to moni-
tor its agents for BSA compliance. Western Union continues to
coordinate with certain state regulators which may result in addition-
al filings or monetary assessments.




The Office of Inspector General of the District of Columbia (the
“OIG”) and the United States Attorney’s office for the District of
Columbia are conducting a review of alleged overpayments to
Medicaid recipients from 1993 to 1996. During that time period, First
Health Services Corporation (“First Health”) acted as the fiscal inter-
mediary for the program. The OIG hasissued a report that alleges that
FirstHealth improperly allowed Medicaid payments to be made toinel-
igible recipients. In May 1997, the Company sold its interest in First
Health to First Health Group Corp. and agreed to indemnify First
Health Group Corp. for certain amounts. If the matter is not settled,
any litigation may include a claim for treble damages. The Company is
working with First Health in its attempts to resolve this dispute.

On April 15, 2002, VISA US.A. Inc. filed a complaint in the
United States District Court for the Northern District of California,
San Francisco Division, against the Company and its subsidiaries
First Data Resources, Inc. and First Data Merchant Services
Corporation (the VISA action). With Visa’s knowledge, these sub-
sidiaries have been internally authorizing and settling certain VISA
credit card transactions without the use of the VISA network for a
number of years. VISA US.A. Inc. alleged that these actions consti-
tute federal trademark infringement, federal trademark dilution, false
designation of origin and false impression of association, breach of
contract and breach of the covenant of good faith and fair dealing.
VISA US.A. Inc. seeks a declaratory judgment, an injunction, dam-
ages In an amount to be proven at trial, costs of suit, and attorney fees.
The Company intends to vigorously defend this action.

On November 5, 2002, the Company and two of its subsidiaries
filed counterclaims in the Visa action. In the counterclaim, the
Company alleges that VISA International and VISA US.A,, Inc.
(collectively “VISA?), have abused their market power to prevent the
Company from internally processing VISA credit card transactions

OTHER COMPREHENSIVE INCOME
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outside of the VISA network through private arrangements. The
Company also alleges that VISA has barred the Company and its
customers from using private arrangements to bypass the VISA net-
work, required the Company’s customers to pay for VISA’s network
services regardless of whether the customers use those services, uses
its fee structure to raise the costs of rivals and potential rivals, impos-
es unreasonable conditions on rivals’ access to its network and deters
and prevents its members from using more efficient providers of net-
work services such as the Company. Based on this and other conduct,
the counterclaim asserts claims of monopolization, attempt to
monopolize, tying, unfair competition, violations of the Cartwright
Act, defamation, trade libel, interference with prospective econom-
ic advantage, and breach of contract. The Company seeks trebled
and punitive damages, attorneys’ fees and costs, restitution and dis-
gorgement, and injunctive relief. The Company believes that it has
complied with all of its obligations to VISA and that the allegations
in its counterclaim are well founded.

In the normal course of business, the Company is subject to
claims and litigation, including indemnification obligations to pur-
chasers of former subsidiaries. Management of the Company
believes that such matters will not have a material adverse effect on
the Company’s results of operations, liquidity or financial condition.

NOTE 13: STOCKHOLDERS’ EQUITY
DIVIDENDS

FDC increased it’s cash dividend from $0.01 to $0.02 per share on
a quarterly basis to stockholders during the second quarter of 2002.
The Company’s Articles of Incorporation authorizes 10.0 million
shares of preferred stock, none of which are issued.

The income tax effects allocated to and the cumulative balance of each component of other comprehensive income are as follows (in millions):

Beginning Pre-tax Tax (Benefit)/ Net-of- Ending
Balance Amount Expense Tax Amount Balance

December 31, 2002
Unrealized gains (losses) on securities $ 19.3 $ 301.8 $ 105.7 $196.1 $215.4
Unrealized gains (losses) on hedging activities (69.1) (324.4) (111.9) (212.5) (281.6)
Currency translation adjustment (69.5) 52.2 18.2 34.0 (26.5)
Minimum pension liabiliry (33.0) (108.8) (36.9) (71.9) (104.9)
$(143.3)  $ (79.2)  §$ (24.9) $ (54.3) $(197.6)

December 31, 2001
Unrealized gains (losses) on securities $ 144 $ 55 $ 06 $ 4.9 $ 193
Unrealized gains (losses) on hedging activities — (104.9)* (35.8)* {69.1) (69.1)
Currency translation adjustment (33.3) (41.9) (14.7) (27.9) (60.5)
Minimum pension liability — (52.6) {19.6) (33.0) (33.0)
§ (18.9) $(1939) 8§ (69.5) $(124.4) $(143.3)

December 31, 2000
Unrealized gains (losses) on securities $ (67.3) $ 1257 $ 44.0 $ 8L7 $ 144
Currency translation adjustment (16.1) (85.1) (17.9) (17.2) (33.3)
Mimmum pension liability (4.3) 6.7 2.4 4.3 —
$ (87.7) $ 97.3 $ 285 $ 68.8 $ (18.9)

* Includes cumulative effect of adopting SFAS 133 effective January 1, 2001 (pretax §38.1 million and tax bengfit of §13.3 miltion).
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OTHER STOCKHOLDERS' EQUITY TRANSACTIONS

In March 2002, the Board of Directors declared a 2-for-1 stock split of
the Company’s common stock to be effected in the form of astock div-
idend. Shareholders of record on May 20, 2002 received one share of
the Company’s common stock for each share owned. The distribution
of the shares occurred after the close of business on June 4, 2002. All

share amounts have been retroactively restated for all periods to reflect
the impact of the stock split.

In December 2002, $33.3 million of the Company’s seven-
year $50 million convertible debentures were converted into
1.83 million shares at an exercise price of $18.23 per share. The
remaining $16.7 million note is convertible into approximately
.91 million shares.

The following table presents stock repurchase programs authorized by the Board of Directors from 1999 through 2002, disclosing total shares

purchased under each program and the associated cost:

2002 2001 2000

Shares® Cost Shares® Cost Shares® Cost

(in millions)
$750 million, authorized July 1999 — — — — 121 8 265.1
$1 billion, authorized May 2000 — — 5.9 $163.5 36.2 836.5
$500 million, authorized December 2000 — — 16.8 500.0 — —_
$700 million, authorized September 2001 14.1 $512.8 6.1 187.2 — —
$500 million, authorized May 2002 1.1 38.3 — - — —
15.2 $551.1 28.8 $850.7 48.3  $1,101.6

(a) Share amounts have been retroactively restated for all periods to reflect the impact of the stock split.

Additonally, the Company purchased $298.0 million, §467.8
million and $408.2 million of treasury stock in 2002, 2001 and 2000,
respectively, for issuance upon the exercise of stock options and share
issuances under the Company’s employee stock purchase program.

In November 2000, the Company and iFormation Group com-
pleted the formation of eONE. Under the terms of the formation
agreements, the Company has approximately a 75% interest in
¢ONE. The Company contributed cash, operating assets, and
Internet venture interests, and iFormation Group contributed cash
of $135 million for approximately a 25% interest and a warrant
to purchase 3.5 million shares of FDC common stock. In connec-
tion with the transaction, the Company recognized an after-tax gain
of $36.5 million (pre-tax $58.2 million), which has been reflected in
addidonal paid-in capital.

The Company has available an outstanding shelf registration
facility providing for the issuance of approximately 10 million
shares of the Company’s common stock in connection with cer-
tain types of acquisitions.

COMMON STOCK WARRANTS

Upon the formation of ¢ONE in 2000, the Company issued a
warrant to iFormation Group to purchase 3.5 million shares of
FDC common stock at a price of $40.03 per share. The warrant
is exercisable after November 15, 2004 or upon the event of
certain circumstances.

In 1996, the Company issued warrants to purchase up to 4.0 mil-
lion shares of FDC common stock at a price of $35.00 per share. The
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warrants, which are generally exercisable from October 2001
through October 2003, were issued as part of contractual agreements
with a customer and their calculated fair value was recorded as
paid-in capital and is being expensed over the contract period.

In connection with a service agreement executed in 2002, the
Company will issue a warrant to purchase 200,000 shares of FDC
common stock at a price of $50.00 per share.

NOTE 14: STOCK COMPENSATION PLANS

FDC has a plan that provides for the granting of stock options to
employees and other key individuals who perform services for the
Company. A total of 217.3 million shares of common stock have
been reserved for issuance under the plan and a total of 71.0 million
shares remain available for future grant. The options have been
issued ata price equivalent to or in excess of the common stock’s fair
marketvalue at the date of grant, generally have ten-year terms and
become exercisable in three or four equal annual increments begin-
ning 12 months after the date of grant.

In December 1997, the Company instituted a restricted stock
award program for key technical systems and related employees. As
of December 31, 2002, no shares remain outstanding under this
program. The 1.5 million restricted shares originally granted had a
two- or three-year restriction period from the date of grant, with the
last grant date being December 2000.

In October 1996, the Company instituted an employee stock
purchase plan for which a total of 18.0 million shares have been
reserved for 1ssuance, of which 6.6 million shares remain available



for future purchase. Monies accumulated through payroll deduc-
tions elected by eligible employees are used to make quarterly
purchases of FDC common stock at a 15% discount from the lower
of the market price at the beginning or end of the quarter.

Stock options related to plans that were assumed in connection
with the Company’s business combinations were converted to
options to purchase shares of FDC common stock (at prices rang-
ing from $2.25 to $9.89) and are exercisable at specified times not
later than ten years from the date of grant.

eONE and its three subsidiaries, SurePay, govONE and
Encorus, instituted long-term incentive plans that provide for the
granting of partnership interests to employees and other key indi-
viduals. The options have been issued at a price equivalent to the
fair market value of the interests at the date of grant, generally have
ten-year terms and become exercisable over a three- or four-year vest-
ing period. Following is a detail of partnership interests reserved for
issuance under the respective plans and the interests that remain
available for future grant (in millions of shares).

Reserved Available for

for Issuance Future Grant
eONE 10.7 0.6
SurePay 9.0 5.7
govONE 11.0 0.6
Encorus 1.3 0.6

The Company has elected to follow APB 25 for its employee
stock options because, as discussed below, the alternative fair value
accounting under SFAS 123 requires the use of option valuation
models that were not developed for use in valuing employee stock
options. Under APB 25, because the exercise price of the
Company’s employee stock options equals or exceeds the market
price of the underlying stock on the date of grant, no compensation
expense s recognized.

Pro forma information regarding net income and earnings per
share is required by SFAS 123, assuming the Company has account-
ed for its employee stock options granted subsequent to December
31, 1994 under the fair value method of SFAS 123. The fair value
for options and employee stock purchase plan rights was estimated
atthe date of grantusing a Black-Scholes option pricing model with
the following assumptions:

FDC: 2002 2001 2000
Risk-free interest rate 4.18% 4.39% 4.98%
Dividend yield 0.21% 0.12% 0.17%
Volatility 40.0% 37.2% 35.3%
Expected option life Syears  Syears  5years
Expected employee stock

purchase right life (in years) 0.25 0.25 0.25
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eONE, SurePay, govONE and Encorus: 2002 2001 2000
Risk-free interest rate 4.04% 4.39% 4.98%
Dividend yield 0.0% 0.0% 0.0%
eONE volatility 47.0% 55.0% 50.0%
SurePay volatility 120.0%  170.0%  103.0%
govONE volatility 43.0%  40.0%  35.3%
Encorus volatlity 72.0% N/A N/A
Expected option life 5years  Syears 5 years
Weighted-average fair value: 2002 2001 2000
FDC options granted $17 $12 $9
FDC employee stock

purchase rights 6 5
eONE options granted 2 2 2
SurePay options granted — 1 1
govONE options granted 1 1
Encorus options granted 3 — —

The Company’s pro forma information, amortizing the fair value
of the options over their vesting period and including the stock
purchase rights, is as follows:

2002 2001 2000
(in millions, except per share amotnts)
Reported net income $1,237.9  $871.9  $9296
SFAS 123 expense, net of tax 109.5 70.6 46.5
Pro forma net income $1,128.4 $801.3 $883.1
Reported earnings per
share - basic $ 1.63 $ 112 $ 114
Reported earnings per
share — diluted 1.61 1.10 1.12
Pro forma earnings per
share —basic $ 1.49 $ 1.03 $ 1.09
Pro forma earnings per
share — diluted 1.46 1.01 1.07

Because the Company’s employee stock options have charac-
teristics significantly different from those of traded options for
which the Black-Scholes model was developed, and because
changes in the subjective input assumptions can materially affect
the fair value estimate, the existing models, in management’s opin-
ion, do not necessarily provide a reliable single measure of the fair
value of its employee stock options.
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A summary of FDC stock option activity is as follows (options in millions):

2002 2001 2000
Weighted- Weighted- Weighted-
Average Average Average
Options  Exercise Price Options Exercise Price Options Exercise Price
Outstanding at January 1 56.7 $22 55.1 $17 68.7 $16
Granted 16.2 41 19.2 31 6.3 24
Exercised (11.1) 14 (18.5) 16 (14.8) 15
Canceled (2.6) 30 4.1 23 (5.1 18
Outstanding at December 31 59.2 28 | 56.7 22 55.1 17
Options exercisable at year-end 24.9 $21 23.1 $17 26.2 $15

The following summarizes information about FDC stock options outstanding at December 31, 2002 (options in millions):

Options Outstanding Options Exercisable
Weighted-Average
Remaining Weighted-Average Weighted-Average

Range of Exercise Prices Number Outstanding Contractual Life Exercise Price Number Exercisable Exercise Price
$2.25t0 $13.59 6.1 5 years $13 6.0 $13
$13.80 to $18.53 7.3 4 years 17 5.4 17
$18.71 to $27.48 13.6 7 years 23 8.9 23
$28.07 to $41.21 31.2 9 years 36 4.6 33
$41.40 to $43.39 1.0 9years 42 — 43

59.2 7 years $28 24.9 $21

A summary of eONE, SurePay, govONE and Encorus stock option activity is as follows (options in millions):

2002 2002 2002 2002
eONE SurePay govONE Encorus
Weighted- Weijghted- Weighted- Weighted-
Average Average Average Average
Option Exercise Price Option Exercise Price Option Exercise Price Option  Exercise Price

Outstanding

at January 1 12.1 $4 6.6 $1 7.6 $3 — —
Granted 0.4 4 — — 4.7 3 0.7 $5
Exercised — — — — — — — —
Canceled (2.4) 4 (3.3) 1 (1.9) 3 — —
Outstanding at

December 31 10.1 4 3.3 1 10.4 3 0.7 5
Options exercisable

at year-end 4.9 $4 1.5 $1 3.1 $3 — —
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2001 2001 2001
e¢ONE SurePay govONE
Weighted- Weighted- Weighted-
Average Average Average
Options Exercise Price Options Exercise Price Options Exercise Price
Outstanding at January 1 8.8 $4 58 §1 44 $3
Granted 3.5 4 3.5 1 3.7 3
Exercised — — — — — —
Canceled 0.2y 4 2.7 1 (0.5) 3
Outstanding at December 31 12.1 4 6.6 1 7.6 3
Options exercisable at year-end 26 $4 12 $1 1L $3

At December 31, 2000, options granted and outstanding were 8.8 million, 5.8 million and 4.4 million with exercise prices of $4, §1
and $3 for eONE, SurePay and govONE, respectively.

The following summarizes information about cONE, SurePay, govONE and Encorus stock options outstanding at December 31, 2002
(options in millions):

Options Outstanding Options Exercisable

Weighted-Average
Remaining
Contractual Life

Weighted-Average
Exercise Price

Weighted-Average

Range of Exercise Prices Number Outstanding Exercise Price Number Exercisable

eONE $4.00 10.1 8 years 34 4.9 $4
SurePay $1.00 to $1.30 3.3 8 years 1 1.5 1
govONE $2.50 10.4 9 years 3 3.1 3
Encorus §4.76 1.1 10 years 5 — —

In 2001, eONE loaned $20.1 million to three employees in connection with the exercise of options to purchase 5 million eONE part-
nership interests. The loans, which bear a 7.4 % interest rate, are 50% recourse as to principal and 100% recourse as to interest and mature
upon the earlier of the sale of any of the interests or ten years from the date of the related notes. Effective April 1, 2002, the interest rate

on the notes was amended to make it annually variable with an initial rate of 5.37%.

NOTE 15: EMPLOYEE BENEFIT PLANS
DEFINED CONTRIBUTION PLANS

FDC and certain of its subsidiaries maintain defined contribution
savings plans covering virtually all of the Company’s full-time
US. employees. The plans provide tax-deferred amounts for each
participant, consisting of emplayee elective contributions, Company
matching and discretionary Company contributions. In addition, the
Company provides non-qualified deferred compensation plans for
certain highly compensated employees. The plans provide tax-
deferred contributions, matching and the restoration of Company
contributions under the defined contribution plans otherwise limited
by the IRS or plan limits. The aggregate amounts charged to expense
in connection with these plans were $47.3 million in 2002, $42.4
million in 2001 and $41.9 million in 2000.

DEFINED BENEFIT PLANS

The acquisition of Western Union in 1994 included the assumption
of $304 million of underfunded obligations related to a suspended
defined benefit pension plan. Benefit accruals under this plan were
suspended in 1988. The Company reduced these underfunded obli-
gations by contributing $35.0 million in cash to the Western Union
Plan during 1997 and $199.0 million in 1995.

The Company has another defined benefit pension plan, which
1s frozen and covers certain full-time employees in the US. ) and a
separate plan covering certain employees located in the United
Kingdom. The cost of retirement benefits for eligible employees,
measured by length of service, compensation and other factors, is
being funded through trusts established under the plans in accor-
dance with laws and regulations of the respective countries. Plan
assets consist of cash, a variety of investments in equity securities
(U.S. and foreign) and fixed income securities.
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The following table provides a reconciliation of the changes in the
plans’ benefit obligation and fair value of assets over the two-year
period ending December 31, 2002 and a statement of the funded
status as of December 31 for both years:

December 31, 2002 2001
(in millions)
CHANGE IN BEMEFIT OBLIGATION
Benefit obligation at January 1, $822.5 $844.4
Service costs 6.9 7.3
Interest costs 55.9 55.2
Actuarial (gain} loss 45.6 (25.4)
Termination benefits * 2.5 12.7
Benefits paid (61.7)  (67.4)
Foreign currency translation 22.3 (5.0)
Other 0.9 0.7
Benefit obligation at December 31, 894.9 822.5
CHANGE 1N PLAN ASSETS
Fair value of plan assets at January 1, 733.0 879.8
Actual return on plan assets (25.0) (95.5)
Company contributions 16.7 20.4
Plan participant contributions 0.9 0.7
Benefits paid (61.7) (67.4)
Foreign currency translation 17.6 (5.0
Fair value of plan assets at December 31, 675.5 733.0
Funded status of the plan (219.4) (89.5)
Unrecognized amounts,

principally net (gain) loss 208.0 70.1
Total recognized $ (11.4)  $(19.4)

® The First Data Europe restructuring activities resulted in an increase in the projected
benefit obligation.

According to SFAS No. 87, “Employers’ Accounting for
Pensions™ (“SFAS 877), the pension obligation and changes in the
value of plan assets to meet those obligations are not recognized as
they occur but are recognized systematically over subsequent peri-
ods. These differences are treated as an unrecognized net gain/loss
and not an immediate recognized amount. The calculation to
determine the Company’s recognition of those period pension costs
includes management’s long-term expected return on plan assets
versus the current year’s actual return on plan assets.
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The following table provides the amounts recognized in the state-
ment of financial position:

December 31, 2002 2001

(in millions)

Prepaid benefit $ — $ 5.4
Intangible asset — 1.1

Accrued benefit liability (172.7) {78.5)
Accumulated other comprehensive income 161.3 52.6

Net amount recognized $ (11.4) $(19.4)

The accrued benefit liability 1s included in “accounts payable
and other liabilities” on the Consolidated Balance Sheets.

As of December 31, 2002, the benefit obligation, and fair value
of plan assets for pension plans with accumulated benefit obliga-
tions in excess of plan assets, were $645.7 million and $495.7
million, respectively. As of December 31, 2002, the benefit obliga-
tion, and fair value of plan assets for pension plans with projected
benefit obligations in excess of plan assets (related to the United
Kingdom pension plan), were $249.2 million and $179.8 million,
respectively. All plans were underfunded as of December 31, 2002.

The following table provides the components of net periodic benefit
cost for the plans:

Year-ended December 31, 2002 2001 2000
(in mullions)
Service costs $ 6.9 $ 7.3 g 86
Interest costs 55.9 55.2 55.0
Expected return on plan assets (64.2) (70.5) (69.2)
Amortization 1.8 1.1 1.1
Net periodic benefit

(income) expense $ 04 $ 69 $ (4.5)

The weighted-average rate assumptions used in the measurement of
the Company’s henefit obligation are shown as follows:

2002 2001 2000
Discount rate 6.32% 6.91% 6.79%
Expected return on plan assets 7.87% 8.49% 8.75%
Rate of compensation increase 3.75% 4.00% 4.00%

Note that assumptions made in the current year have a delayed
effect on the amounts that are recorded in the Company’s financial
statements. The ratessetin the current year will determine whatisrec-
ognized by the Company in the following year, meaning the 2002
rates noted in the table above will be the assumptions applied for 2003.



SFAS 87 requires the sponsor of a defined benefit pension plan to
measure the plan’s obligations and annual expense using assumptions
that reflect best estimates and are consistent to the extent that each
assumption reflects expectations of future economic conditions. As
the bulk of pension benefits will not be paid for many years, the
computation of pension expenses and benefits is based on these
assumptions about future interest rates, estimates of annual increases
in compensation levels, and expected rates of return on plan assets.
Ingeneral, pension obligations are most sensitive to the discount rate
assumption, and it is set based on the rate at which the pension
benefits could be settled effectively.

Pension plan assets include 68,300 and 71,800 shares of FDC
common stock as of December 31, 2002 and 2001 with fair
market values of $2.4 million and $2.8 million, respectively.

The Company does not offer post-retirement health care or
other insurance benefits for retired employees; however, the Company
isrequired to continue such plans that were in effect when itacquired
Western Union. Generally, retiring Western Union employees bear
the entire cost of the premiums.

NOTE 16: SEGMENT INFORMATION

Operating segments are defined by SFAS No. 131, “Disclosures
About Segments of an Enterprise and Related Information”
(“SFAS 131”), as components of an enterprise about which sepa-
rate financial information is available that is evaluated regularly by
the chief operating decision maker (“CODM?”), or decision-making
group, in deciding how to allocate resources and in assessing per-
formance. FDC’s CODM is its Executive Committee, which
consists of the Company’s Chairman and Chief Executive Officer,
Executive Vice Presidents and certain other senior executives. The
operating segments are reviewed separately because each operating
segment represents a strategic business unit that generally offers
different products and serves different markets.

FDC classifies its businesses into four segments: payment
services, merchant services, card issuing services, and emerging
payments. Payment services is a leading provider of money trans-
fer and payment services to consumers and commercial entities,
including money transfer, official check, money order, electronic
payments and stored-value card services. Merchant services pro-
vides merchant credit and debit card transaction processing
services, including authorization, transaction capture, settlement
and Internet-based transaction processing. Merchant services also
includes check verification, guarantee and check collection services
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and also provides processing services to debit card issuers and oper-
ates automated teller machine networks. Card issuing services
provides a comprehensive line of processing and related services to
financial institutions issuing credit and debit cards and to issuers of
oil and private label credit cards. Emerging payments was estab-
lished in the third quarter of 2000 and is comprised solely of eONE,
a business focused on identifying, developing, commercializing and
operating innovative emerging payment systems businesses. The
“all other and corporate” category includes external providers of
operator and customer support services and corporate operations.

The Company divested and discontinued two businesses in
2001, a collection business included in merchant services and an
in-store branch banking businessincluded in all other and corporate.
Operations of the businesses were moved to the divested and dis-
continued businesses line. All periods were restated.

The business segment measurements provided to, and eval-
uated by, the Company’s CODM are computed in accordance with
the following principles:

= The accounting policies of the operating segments are the
same as those described in the summary of significant
accounting policies.

¢ Segment revenue includes interest income, equity earnings
in affiliates and intersegment revenue.

A majority of corporate overhead is allocated to the segments
based on a percentage of the segments’ revenues.

= Segment operating profit includes interest income, minority
interest and equity earnings in affiliates net of related
amortization expense.

* Segment operating profit excludes restructuring charges, asset
impairment charges, significant litigation and regulatory
settlements, interest expense, investment gains and losses,
business divestiture gains and losses and income taxes since they
are not allocated to the segments for internal evaluation
purposes. While these items are identifiable to the business
segments, they are not included in the measurement of segment
operating profit provided to the CODM for purposes of assessing
segment performance and decision making with respect to
resource allocation.

* Revenues and operating profit of the payment services segment
are stated on a pre-tax equivalent basis (i.e., as if investment
earnings on nontaxable investments were fully taxable at
FDC’s marginal tax rate).
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The following tables present the Company’s operating segment results for the years ended December 31, 2002, 2001 and 2000:

Payment Merchant Card Issuing Emerging All Other

Year Ended December 31, 2002 Services Services Services Payments and Corporate Totals
(in milfions)
REVENUES
Transaction and processing service fees $ 2,868.4 $1,904.3 $1,312.8 $ 72,5 $86.4 $ 6,244.4

Check verification and guarantee services — 375.6 — — — 375.6
Investment income, net 299.2 13.3 — — — 312.5
Professional services — 30.3 64.8 41.5 2.7 130.3
Software licensing and maintenance — 5.9 25.5 315 — 62.9
Product sales and other 5.2 274.9 1.7 — — 281.8
Reimbursable postage and other 5.9 12.5 521.4 — — 539.8
Equity earnings in affiliates © 3.1 141.8 (1.5) — — 143.4
Interest income — 6.7 0.6 1.7 2.0 5.0
Total segment reporting revenues $ 3,181.8 $2,759.3 $1,925.3 $147.2 $91.1 $ 8,104.7
Internal revenue and pre-tax equivalency 254.1 31.6 31.6 — 2.8 320.1
External revenue 2,927.7 2,727.7 1,893.7 147.2 88.3 7,784.6
Depreciation and amortization 94.4 237.5 173.6 13.3 19.7 538.5
Operating profit 1,047.9 737.1 373.0 (16.6) (72.6) 2,068.8
Restructuring, impairments, litigation

and regulatory settlements, investment

gains and losses, net (40.9) (5.5) (16.1) (20.0) 9.3 (73.2)
Segment assets 18,105.9 6,059.0 1,636.0 206.6 583.7 26,591.2
Expenditures for long-lived assets 249.3 486.9 217.9 59.6 24.0 1,037.7
Equity earnings in affiliates 2.5 117.6 (1.5) — — 118.6
Investment in unconsolidated affiliates 99.1 647.9 14.4 — 4.6 766.0

Payment Merchant Card Issuing Emerging All Other

Year Ended December 31, 2001 Services Services Services Payments and Corporate Totals
(in millions)
REVENUES
Transaction and processing service fees $ 2,459.8 $1,393.0 $1,386.4 $ 71.4 $ 89.1 $ 5,399.7

Check verification and guarantee services — 342.1 —_ — — 342.1
Investment income, net 236.5 23.0 — — — 259.5
Professional services — 6.5 55.8 6.2 2.7 71.2
Software licensing and maintenance — 3.8 13.6 6.0 — 234
Product sales and other 4.9 263.2 39.7 — — 307.8
Reimbursable postage and other — — 466.6 — — 466.6
Equity earnings in affiliates @ 4.5 222.7 0.4 — (1.8) 225.8
Interest income — 1.7 1.1 7.2 16.4 26.4
Total segment reporting revenues $ 2,705.7 $2,256.0 $1,963.6 $ 90.8 $106.4 § 7,122.5
Internal revenue and pre-tax equivalency 218.9 — 23.1 — 0.8 242.8
External revenue 2,486.8 2,256.0 1,940.5 90.8 105.6 6,879.7
Depreciation and amortization 128.3 283.0 199.7 5.5 18.9 635.4
Operating profit 818.1 591.2 346.6 (11.8) (40.8) 1,708.3
Restructuring, impairments, litigation

and regulatory settlements, nvestrment

gains and losses, net (19.4) (25.0) (0.3) 23.7) (151.3) (219.7)
Segment assets 14,663.6 4,912.1 1,425.8 259.0 645.2 21,905.7
Expenditures for long-lived assets 140.9 719.2 348.5 66.0 45.8 1,320.4
Equity earnings in affiliates 1.8 183.5 0.4 — (1.8) 183.9
Investment in unconsolidated affiliates 70.2 692.6 13.6 — 2.1 778.5
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Payment Merchant Card Issuing Emerging All Other

Year Ended December 31, 2000 Services Services Services Payments and Corporate Totals
(in millions)
REVENUES
Transaction and processing service fees $ 2,132.7 $1,064.6 $1,446.8 $ 70.3 $141.4 $ 4,855.8

Check verification and guarantee services — 325.0 — — - 325.0
Investment income, net 177.7 22.1 — — — 199.8
Professional services — 5.2 32.5 3.3 3.0 44.0
Software licensing and maintenance — — — — — —
Product sales and other 48 155.4 0.2 — — 160.4
Reimbursable postage and other — — 440.5 — — 440.5
Equity earmings in affiliates — 201.4 — — (0.8) 200.6
Interest income - 2.2 0.9 1.3 15.5 19.9
Total segment reporting revenues $ 2,315.2 $1,775.9 $1,920.9 $ 74.9 $159.1 $ 6,246.0
Internal revenue and pre-tax equivalency 161.1 — 3.3 — — 164.4
External revenue 2,154.1 1,775.9 1,917.6 74.9 159.1 6,081.6
Depreciation and amortization 1205 227.5 216.9 49 13.2 583.0
Operating profit 684.1 516.3 307.1 5.3 (15.2) 1,497.6

Restructuring, impairments, litigation
and regulatory settlements, investment

gains and losses, net (14.8) (33.6) (71.9) — (7.5) (127.8)
Segment assets 11,437.1 3,672.2 1,525.6 235.9 405.7 17,276.5
Expenditures for long-lived assets 76.7 122.4 112.9 20.5 10.6 343.1
Equity earnings in affiliates (14.2) 150.1 — — {0.6) 135.3
Investment in unconsolidated affiliates 4.4 802.0 — — — 806.4

Areconciliation of reportable segment amounts to the Company’s consolidated balances is as follows (in millions):

2002 2001 2000
REVENUES
Total reported segments $8,013.6 $7,016.1 $6,086.9
All other and corporate 91.1 106.4 159.1
Subtotal 8,104.7 7,122.5 6,246.0
Divested and discontinued businesses — 24.1 61.0
Equity earnings in affiliates ® (143.4) (225.8) (200.6)
Interest income (5.0 {26.4) (19.9)
Eliminations ® (320.1) (242.8) (164.4)
Consolidated $7,636.2 $6,651.6 $5,922.1
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Income before income taxes, minority interest, equity earnings in affiliates and cumulative effect of a change in accounting principle:

2002 2001 2000
Total reported segments $2,141.4 $1,744.1 $1,512.8
All other and corporate (72.6) {40.8) (15.2)
Subtotal 2,068.8 1,703.3 1,497.6
Divested and discontinued businesses — (11.6) (7.5)
Interest expense (117.1) (119.6) {99.2)
Minority interest from segment operations © 107.9 39.1 24.5
Equity earnings in affiliates (118.6) (183.9) (135.3)
Restructuring, net (5.1) (20.8) (79.4)
Impairments (27.8) (14.7) (2.8)
Litigation and regulatory settlements (41.0 — (12.0)
Investment gains and (losses) 0.7 (184.2) (33.6)
Divestitures, net 4.2 28.2 199.1
Eliminations @ (217.7) (175.9) (153.9)
Consolidated $1,654.3 $1,059.9 $1,197.5

(a) Excludes equity losses that were recorded in expense of §14.4 million for the year ended Desember 31, 2000 and excludes the amortization related to the excess of the investment batance over FDC’s

proportionate shave of the investee’s net book value for 2002, 2001 and 2000.

(&) Represents elimination of adjustment to record payment services revenues on a pre-tax equivalent basis and elimination of intersegment revenue.

(¢) Excludes minority interest attributed to ttems excluded from segment operations, as noted above.
(d) Primanly represents elimination of adjustment to record payment services profiis on a pre-tax equivalent basis.

2002 2001 2000

ASSETS
Total reported segments $26,007.5 $21,260.5 $16,870.8
All other and corporate 583.7 645.2 405.7
Divested and discontinued businesses — 6.5 18.6
Consolidated $26,591.2 $21,912.2 $17,295.1
DEPRECIATION AND AMORTIZATION
Total reported segments $ 5188 § 6165 $ 569.8
All other and corporate 19.7 18.9 13.2
Divested and discontinued businesses — 3.0 5.8
Consolidated $ 5385 § 6384 $ 58838
EXPENDITURES FOR LONG-LIVED ASSETS
Total reported segments $ 1,013.7 $ 1,2746 $ 3325
All other and corporate 24.0 45.8 10.6
Divested and discontinued businesses — — 2.2
Consolidated $ 1,037.7 $ 1,320.4 $ 345.3
Information concerning principal geographic areas was as follows (in millions):

United States Rest of World Total
REVENUES
2002 $7,401.5 $234.7 $7,636.2
2001 6,381.1 270.5 6,651.6
2000 5,601.1 321.0 5,922.1
LONG-LIVED ASSETS
2002 $5,796.1 $304.0 $6,100.1
2001 5,052.8 272.6 5,325.4
2000 3,902.4 290.8 4,193.2

“Rest of World™ represents businesses of significance, which have local currency as their functional currency.
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Restated summarized quarterly results for the two years ended December 31, 2002 are as follows (in millions, except per share amounts):

2002 by Quarter:

First® Second® Third Fourth

Revenues
Expenses
Other income (expense), net

$1,740.3
1,374.8
(34.8)

$1,889.9
1,467.4
(13.3)

$1,947.5
1,461.3
(27.6)

$2,058.5
1,571.2
(25.5)

Income before income taxes, minority interest
and equity earnings in affiliates

Income tax expense

Minority interest

Equity earnings in afhliates

461.8

112.6
(29.6)
32.9

458.6
123.5

(26.2)
33.6

330.7
89.9
(20.6)
24.1

403.2

106.2
(26.4)

28.0

Net income

$ 2443 298.6 $ 3425 $ 3525

Basic earnings per common share
Diluted earnings per common share

$ 032 $ 0.39
$ 031 $ 0.39

$ 045
$ 045

$ 047
$ 046

2001 by Quarter: Firstt! Second®! Third® Fourth
Revenues © $1,556.7 $1,651.1 $1,702.4 $1,741.4
Expenses © 1,303.1 1,336.3 1,348.8 1,354.3
Other income {expense), net (20.9) (6.8) (198.2) {23.3)
Income before income taxes, minority interest, equity

earnings in affiliates and cumulative effect of a change

in accounting principle 232.7 308.0 155.4 363.8
Income tax expense 76.9 99.9 44.8 115.2
Minority interest (7.2) (12.1) (4.4) (8.7)
Equity earnings in affiliates 41.6 49.4 45.0 47.9
Income before cumulative effect of a change in accounting principle 190.2 2454 151.2 287.8
Cumulative effect of a change in accounting principle,

net of $1.6 million income tax benefit (2.7) — — —
Netincome § 1875 $ 2454 $ 151.2 $ 287.8
Basic earnings per common share $ 024 $ 03] $ 0.19 $ 038
Diluted earnings per common share $ 023 $ 031 $ 019 $ 037

Beginning in the third quarter of 2002 the line items on the face of the Consolidated Statements of Income were expanded. Equity earnings in affiliates, net of related amortization expense, minarity

interest and a portion of interest income are now presented as separate line items. All periods have been reclassified to correspond to this new presentation.

(a) In the third quarter of 2002, the Company acquired a majority inierest in three merchant alliances, Huntington Merchant Services, Wachovia Merchant Services and Wells Fargo Merchant Services.
Revenues and expenses have been retroactively restated back io January 1, 2002 o reflect the merchant alliances, which were previously accounted for under the equity method of accounting, as
consolidated subsidiaries.

(b) In the fourth quarter of 2001, the Company acquired the remaining 50% ownership interest in CS1. Revenues and expenses were restated to the beginming of 2001 to reflect CSI, which was previously
accounted for under the equity method of accounting, as a consolidated subsidiary for the full year.

(¢) In January 2002, First Data Corporation adopted EITF 01-14, which requires that reimbursements received for “out-of-pocket” expenses be characterized as revenue. As aresult of the adoption,

results for 2001 have been restated to increase revenues and expenses, primanily for telecommunication and postage costs. The adoption had no impact on net income.

NOTE 18: SUBSEQUENT EVENTS

On March 6, 2003 Western Union entered into a Consent to the
Assessment of Civil Money Penalty and Undertakings with the
United States Department of Treasury related to alleged deficiencies
relating to the Federal Bank Secrecy Act. The Company agreed to
make a monetary payment of $3.0 million to the Treasury
Department andrecorded this paymentas a charge in the 2002 results
of operations. See Note 12 for additional discussion.

On March 11, 2003 a customer of the card issuing business
announced that it would nolonger accept its private-label credit cards at
itsmerchantbusinesses asa result of financial difficulties. Due to this cus-
tomer’s severe liquidity issues, the Company believes there is substantial
risk on its ability to collect contracted minimum payments. Accordingly,
the Company has recorded a non-cash impairment charge of $16.5 mil-
lion related to capitalized costs associated with this contract. This
non-cash charge was recorded in the 2002 results of operations.
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REPORT OF ERNST & YOUNG LLP INDEPENDENT AUDITORS

THE STOCKHGLDERS AND BOARD OF DIRECTORS OF FIRST DATA CORPORATION

We have audited the accompanying consolidated balance sheets of
First Data Corporation as of December 31, 2002 and 2001, and the
related consolidated statements of income, stockholders’ equity,
and cash flows for each of the three years in the period ended
December 31, 2002. These financial statements and schedule are
the responsibility of the Company’s management. Our responsi-
bility is to express an opinion on these financial statements and
schedule based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require
that we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting prin-
ciples used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.
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In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the consolidated finan-
cial position of First Data Corporation at December 31, 2002 and
2001, and the consolidated results of its operations and its cash flows
for each of the three years in the period ended December 31, 2002,
in conformity with accounting principles generally accepted in the
United States.

As discussed in Note 1 to the consolidated financial statements,
effective January 1, 2002, the Company ceased amortizing good-
will in accordance with the requirements of Statement of Financial
Accounting Standards No. 142.

LLP

é/ww;t ¥ M
Denver, Colorado

January 22, 2003
except for Note 18, as to which the date is March 11, 2003



Recurring Operations vs. GAAP

2001
EPS - diluted

2002
EPS - diluted

2000
EPS —diluted

Earnings per share from recurring operations,

excluding goodwill amortization
Items excluded from recurring operations

$ 1.66
(0.05)

$1.41
(0.16)

$1.19
0.05

Earnings per share,
excluding goodwill amortization
Goodwill amortization expense

$ 1.61 $1.25
— (0.15)

$ 1.24
0.12)

Earnings per share (GAAP)

$1.61 $1.10 §1.12

Recurring operations exclude the cumulative effect of a change in accounting principle and the results of divested and discontinued businesses; restructuring, impairment, significant litigation and

regulatory settlement charges; and divestiture and non-operating investment gains and losses.

Forward-Looking Statements Information set forth in this Annual
Reportincludes forward-looking statements, which can be identified
by the use of words such as “expect,” “estimate,” “project,” “forecast,”

pEIT

“anticipate,” “plan,” and similar expressions. All forward-looking

statements are inherendy uncertain, as they are based on various

expectations and assumptions concerning future events and they
are subject to numerous known and unknown risks and uncertain-
ties, which could cause actual events or results to differ materially
from those projected. Refer to Forward-Looking Statements in the
Management’s Discussion and Analysis on page 59 of this report.
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CORPORATE HEADQUARTERS

6200 South Quchee Strect
Greenwood Village, CO 80111
(303) 967-8000

TRANSFER AGENT AND REG!STRAR

Shareholders with questions concerning their stock holdings
or dividends, or with address changes should contact:

Wells Fargo Bank Minncsota, National Association

161 North Concord Exchange

South Si. Pau!, MN 53075

(651) 450-406% or (800} 468-9716

INDEPENDENT AUDITORS

Ernst & Young LLP
370 17:h Street, Suite 3300
Denver, CO 80202

FINANGIAL INFORMATION AND REPORTS

The company reutinely sends out annual sharcholder reports
and press releases. To receive this information please write the
company at 6200 South Quebce Strect, Greenwood Village,
CO 80111, call (803) 967-6756 or visit the “Invest” section of
our website at wiww firstdata.com. A copy of the First Data
2002 Form 10-K report to the Securities and Exchange
Comimnission will be furnished to sharcholders without charge
{except charges for providing exhibits) upon written request to
the company. Aralysts and investors secking aaditional invest-
ment information about the company can contact the Investor
Relations Department at (303) 967-6756. For more ‘nformation
about First Data Corporation, please visit the company on the
Internet at www.iirstdata.com.

STOCK PRICES

First Data common stock s traded on the New York Stock
Exchange under the symbol “FDC.” The high and low prices
for the company’s common stock by quarter dering the last
two years were as follows:

2002 2001
(3_;_21}1(-1“ Ended High Low H_ig?-l“w Low
March 31 $44.05 $37.98 $32.05 3$24.88
June 30 $45.08 $35.15 $34.43  $28.75
September 30 $39.24 $26.84 %3G.13  $26.33
December 31 _ $37.74  $23.75 840.10  $27.39

1 fiese prices veflect the 2 for-1 stock split an June 4, 2002.

£52003 FIRST DATA CORPORATION. ALL RIGHTS RESERVED,

DESIGN. YSA PARTNERS, INC. | PHOTOGRAPHY: TON MADAY PHOTOGRAPHY

SHAREHOLDERS OF RECORD

The number of sharcholders of record was 3,098 and 3,079
at December 31, 2002 and 2001, respectively.

DIVIDENDS

Adjusted for the 2-for-1 stock split on June 4, 2002, the company
declared a quarterly cash cividend of 50.01 per common
share in 2001 and 10 2002, and 30.02 per common share in
Q2 - Q4 2002.

ANNUAL MEETING

The Annual Meeting of Shercholders of First Data Corporation
will be held at the Inverness Hotel at 200 Inverness Drive West,
Englewood, CO 80112 on Wednesday, May 21, 2003 at 11:30 a.m.
local time.

TRADEMARKS, SERVICE MARKS
AND TRADE NAMES

©2003 First Data Corporation. All Rights Reserved.

The First Data name, logo and related trademarks and service
marks, owned by the First Data Corporation, are registered
and/or used in the US. and some {oreign countrics. All other
trademarks, service marks, logos and trade names referenced
in this material are the property of their respective owners.

CORPORATE GOVERNANGE

To review the company’s corporate governance guidelines,
board committee charters and code of business conduct
and ethics, please visit the “Invest” section of our website at
wwwiirstdata.com.
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